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The Set ti 11q and Q b a j g . c ~ t  

This  documel-tt i s  an eva lua t ion  o f  a new and unique cr-ecli t 

pr-oyrani f o r  smal l  r u r a l  001 i v i  an cocntnuni t i  rs .  This  pt-oqracn. 

t h e  Community Revolving Fund Program, was es tab l  i shed i n  bul  i S -  

v i a  on J u l y  1, 1984, w i t h  funds provided by the United S t a t e s  

Agency +or I n t e r n a t i  onal Devel opmrnt (USAID). under PI,. 4Q0, 

T i t l e  11.Ttle purpose of t he  program i s  t o  c rea te  a l o c a l l y - - .  

con t ro l  l e d  system o f  r u r a l  comrn~~nity ct-edi t and c a p i t a l  i zat'iurt 

t o  f inance sustained, se l f -he lp  development a c t i v i t i e s  on a 

i n d i v i d u a l  and/or r o l  l e c t i v e  p r o j e c t  basis. The Cnnmuni t y 

Revol v iny  Fund Frugrarli i s  admin ik ter rd  by a nun-prof i i: or-garli .- 

zat ion,  Fomento I n t e g r a l  Campesino (FINCA) . Rs of  3una' 30, . . 

1985, one year- a f  Ler  the Cotnmuni t y  Revol  v i  ng Fund Prpcwacn WJB 

establ ished, F I N C A  had l e n t  a t o t a l  of Sb 2,666.6 mi. l l iu r i  to 

433 comtnuni t i e s  b e n e f i t i n g  24,289 r u r a l  f ami 1 i eo. 

It should be rioted t h a t  the Bul i v i a r ~  program is the l a r -  

gest and tnosi: we1 1 -developed of a network uf s i t n i  l a r  pr-aqr atns 

i n  four  L a t i n  American countr ies.  Thq coard inat ing and f ur~d  

r a i s i n g  agency f o r  a1 1 o f  these pr-oyrama i s  the Foundc\tion far 

I n ta rna t  i o n a l  Cocan~urii t y  Assistance, which i 5 headquar te rcd  i rt 

Nuw York Ci ty .  

Therefare, i t  is p r o p i t i o u s  at: t h i s  t inm to conr;l t-uctiv- 

el y study and eval uate the Eiol i v i  an pragratn s i i  nce t h e  Fo~trida- 



expand t h e  p r o g r m  i n  B o l i v i a  as . w e l l  as t o  extend i t  t o  a 

t o t a l  o f  n i n e  L a t i n  American nat ions.  I t  i s  hoped t h a t  t tr i s  

eva lua t ion  w i  11 p rov i de  use fu l  i n fo rmat ion  ,not on l y  t o  pr-aqram 
0 

planners,but a l s o  t o  p o t e n t i a l  donors of  t h e  funds t h a t  w i  11 

be needed f o r  program expansion. 

Scow o f  Work 

The scope o f  wor l: i n  t h e  eva lua t i on  process was spec i f  i ed 

by USA10 as fo l lows:  

1. Can~pute and assess t h e  loan  t t -ansact ions costs f o r  t t i r?  

bor-rower- and f o r  t h e  program. 

2. Eva lua te  t h e  progranl'' 'nclexation system i n  terms 0 . T  

farmer acceptance, c a p i t a l i z a t i o n  and management i m p l -  

i c a t i o n s ;  and assess t h e  success or + a i l u r e s  t h a t  the 

communities have had i n  market ing t he  produce c o l l e c -  

t e d  f o r  fund c a p i t a l i z a t i o n  and amor t iza t ion ,  

3. Determine t h e  progtAam's nominal i n t e r e s t  r a t e s  and 

compare them w i t h  the  ka tes  of o ther  B o l i v i a n  c r e d i t  

systems. 

4. Assess t h e  t i m i n g  a f  c r e d i t  de l i ve r y .  

5. Eva lua te  t h e  use o f  c r e d i t  and i t s  impact on m a l l  

-f hrmer f ami 1  y econami c  i mpt-avernent and standard of 



6. . Determine i n  what ways and under which circucl~stances 

and cond i t i ons  the program successfu l ly  c a p i t a  

l i z e s  t h e  commun~ties and under what cond i t i ons  . 

the  program f a i l s  t o  reach this objec t ives .  Frovide 

an anal i s i s  and p r ~ j e c t i o n  of conlmuni t y  c a p i t a l  i z a t -  

i o n  r e s u l t i n g  from the  i n i t i a l  p r o j e c t  provided loan, 

based on r e s u l t s  obtained through May-June 1985. 

7. Evaluate t h e  r a t e s  o f ,  and reasons f a r ,  loan de l i n -  

quency. 

8. Assess t he  eCf ect iveness (i .e. purpose/objet ive 

coverage) and e f f i c i e n c y  (i. e., cos t  m in im iza t i  

on) oS the  programs, i n s t i t i t t i o n a l  s t r uc tu res  

f o r  promoting, de l i ve r i ng ,  p rov id ing  and reccrpera- 

t i n g  loans, i nc l ud ing  personnel, o rgan i ta t ion ,  

employment, superv is ion,  o r i e n t a t i o n  and support. 

The General C r i t e r i a  Appl i e d  i n  t h e  Eval~ra,tj-o_n_ 

The ana lys is  requested i n  t he  scope o f  work can be re- 

phrased i n t o  two bas ic  c r i t e r i a .  

1. The impact oC t h e  c r e d i t  pragr-am on t h e  communities 

and t h e i r  nlembers should be p o s i t i v e  and create  oppur- 

t u n i  t i e s  f o r  long-run ecor~omic growth f o r  both t h e  

communi t i e s  and t h e i r  menber-s. 

2. The ct -edi t  program should be i i n a n c i a l l y  v i a b l e  i n  

the lancj-run fur both F INCA and the  ccornm~rnitirs. T h i s  
t 



in rp l ies  t h a t  both FINCA and t h e  ~ o t a t l r i q  C red i t  Funds " 

should be c a p i t a l  i z i n g ,  ' t he  program should be cost: 

e f f i c i e n t  i n  adm in i s t r a t i on  and c r e d i t  d e l i v e r y ,  and 

t h e  member acceptance o f  t he  pr-ogram.is hiqh. 

Met hod01 oqy E m ~ l  oved i n  t he  Eva1 ua t i on  

Tasks 

The f i r s t  task  was t o  understand t he  program and how i t  

i s  designed t o  func t ion .  The second task was t o  draw upon 

theory  and p r a c t i c e  o f  r u r a l  f i n a n c i a l  markets t o  se lec t  ind-  

i c a t o r s  t h a t  would enable an eva lua t ion  o f  t h e  program design' 

and performance. The t h i r d  task  was t o  ob ta in  in fo rmat ion  on 

these i nd i ca to r s .  The f i n a l  task  .was t o  undertake t h e  anal is ir;  

of  t h e  i nd i ca to r s ,  and draw conclusions. 

Four bas ic  sources o f  i n f  ormation were u t i  1 i r e d  ' i n  

t h i s  siudy. The f i r s t  source consisted o f  backgruund inqornla- 

t i o n  cons i s t i ng  o f  documents,USAID correspondence and FINCA 

r e p o r t s  and records. 

The second source way d e t a i l e d  in fo rmat ion  on program 
I 

a c t i v i t y ,  lend ing,  repaym\\ent, f i n a n c i a l  records, &c. , made 
I 

a v a i l a b l e  through the  c e n t r a l  o f f i c e  o f  FINCA. The t h i r d  

source cons is ted of personal i n t e r v i ews  w i t h  FINCA personnel 

i nc l ud ing  those o f  the Centra l  Ofqice, outs ide advisors,  t-e- 



. . 

cons is ted  o f  d e t a i  1 ed i n t e r v i ews  w i  t h  522 m e m b e r s  o f  Cwel ve  

cotnmunities. t h a t  were rantdomly se lec ted  i n  a c l u s t e r  sampl i n a  

framework. The sample popu la t i on  was l i m i t e d  t o  t h e  256 cont- 

mun i t i es  t h a t  had rece ived  a l oan  from FIhCA and were pro-  

grammed t o  have made an i n s t a l l m e n t  payment on t h a t  loan by 

t h e  end o f  June 1985. In t h i s  way, t h e  s tudy o n l y  worked with 

communities t h a t  had gone through t h e  f u l l  loan cyc le ,  a con- 

d i t i o n  t h a t  w a s  necessary t o  analyze a l l  aspects o f  t h e  c r e d i t  

and repayment processes. 

Expl  anat i orr o f  t h e  Satnpl e Survey 

The n a t u r e  o f  the FINCA program, w i t h  t h e  256 w ide ly  

disbused communities, many o f  which are  l oca ted  i n  remote and 

samewhat inaccessable ' reg ions,  c rea te  se r ious  prblenls f o r  

ob ta i n i ng  t h e  r equ i r ed  i n f o rma t i on  through a sample su ivey 

w i t h i n  the  c o n s t r a i r ~ t s  o f  t ime  and budget. I d e a l l y ,  .it vtould 

have been bes t  t o  have had i n f o rma t i on  from a r-andom sample 

o f  a s u f f i c i e n t l y  l a r g e  number o f  communities and t h e i r  mwnb- 

ers t o  be a b l e  t o  make statements, t h a t  were w i t h i n  acceptable 

to le rances  f o r  e r r o r ,  about the whole uf t h e  cocnmuni t i e s  and 

t h e i r  members t h a t  a r e  i nvo lved  i n  t h e  program. A rough e s t i -  

mate range o f  t h e  number o f  comcnuhities t h a t  would need t o  be 

sampled i s  3 t o  16C). The problem i s  f u r t h e r  complicat.cd, 

hawever, by t h e  f a c t  t h a t  if one wants t o  make s t a t i s t i c a l  

i rlfer'ences about t h e  communi t y memebers of any g i  ven conttnun- 

i t y ,  i t  i s  necessary to i t ~ t w v i e w  almoc3t a1 1 members of  ti:ach 

commurti t y .  1Itd reason i 5 because the s i  r e  o-F most cumnuni t i c.5 
:. 



i s smal 1 . G i  ven t h e  c l  i spers i  t y  of t h e  conrrncrr\ i t i  es ~\rrd I L I I C ?  

1 i m i  t e d  bucluet and t i n e  t h i s  approacll was n o t  +easi  b l  e. 

A second b e s t  a l t e r n a t i v e  was se lec ted  t h a t  cou ld  hs 

accompl i shed w i t h i n  t h e  t ime  and budget c o n s t r a i n t s .  I n  i t 1 1  s 

manner, in-depth i n f  artnatiun would be a v a i l  ab le,  on a c a s e  

s tudy  bas is ,  f o r  each conln~crnity selected. I n  a d d i t i o n ,  i t  

would be p o s s i b l e  tu make genera l i zab le  s t a t i s t i c a l  in.fer.encc:bs 

t o  t.he whole program , about t h e  community members' a t t  i tttdt-s 

and about  acceptarice o f  the  program. 4 eompcrter s i m u l  a t  i or) 

model was employed t o  design t he  sample by  examiriinq t h e  t rac l~ !  

uf f s  between acceptable . to lerances o f  error and cost. I t  r w . j  

decided t h a t  a random san~ple o f  twe lve  communities was appro- . 

p i  ate.  T a  t a k e  accuurit o.F d i  f f w e n t  sizes o f  cr>tn,m.t~-li t i  (2s. 

t h e  255 comnrurii t i es were r arrked by s i  zr.. Then a ill.\mlber bc:!tr.rl:c OII  

1. and 256 was chosen a t  random. wt!ich corvespor~ded .to a r c !  

community. A f t e r  t iavinq i d e n t i f i e d  t h i s  coiymunity t h e  o t h e r 5  

were dekermi rled by s e l  e c t  i ng each succesi ve twerl-t y--f i r s t cuw- 

m u r ~ i t y  on t h e  l i s t .  

I n  pt-act i  r e ,  .i t w a s  nec:esr;ary t o  nml:~! two ad justnlerr1.s i rl 

the comcctu~-ii t i  es i nc luded  i 1-1 'the sample. ,Jne of  t h e  sel i ? ~  l . t 4  . 
cunlmuni t.i es i n  La Par depat-tmerrt t o 1  d F INCA t t t a t  i t  r c  Fuscxl 

t o  cooperate. I n  t h i s  case, t h e  nex t  commu~-~ity on tljp 1 i!>l. 

was advised no.t tu eri t c r  uric. r-eqion because of  p o l  i t i  cdl  1 y - . -  

c i t y  o+ S u c r e .  



The i n t e r v i e w s  were c a r r i e d  out by two teams,eacll opera- 

t i n g  i n  d i f f e r e n t  r-eqions. I n t e r v i e w e r s  were requiet -cd t o  b12 

a b l c  t o  conduct t h e i r  bus iness i n  ~~~~~~a or Qcrechua,~rhen t t ~ e  

s i  tcrat iorl  requ i red .  The team leaders,  L i c .  .Gonzalo fif cha  arld 

L i c .  Issac Tot-r ico, both 04 w h o m  have ex tens i ve  expcr-i encc 

i n  a q r i c u l t c r r a l  c r e d i t  and h o l d  M.S. deqrees i n  economics 

f r-om U. S. i n s t i  tcr t ions,  h e l d  separate sesions w i t h  t h e  commurb-- 

i ty conmi ters ,  t h e  FINCA protnotor- and the  FINCA . ;~rpwvisor,  

when the l a t t e r  were a v a i l a b l e .  

The r e p o r t  ir; o rgan i red  as f o l l o w s .  The second c l ~ a p t c ~  

presents  an over-view , o f  FINCA, . i t s  t - e l a t i  orishi p t u  FINCH l n -  

t e rna t i ona l .  and t h e  s t r u c t u r e  and operat ions.  o f  t h e  cr-.odi t 

program, bo th  a t  t h e  FINCR l e v e l  ancl t h e  l e v e l  of t h e  pa t - t i c ]  - -  

p a t i n p  communi t ier , .  T h u  t h i r d  chapter  examines t h e  i rnpact ct+ . 

t h e  prog ram on the communi t i e s  served. The Caurt:h chapt et- 

analyzes the var-iocts dinlensions o f  c a p i t a l  i z a t i  on i n  t h e  FINC'O 

program. Thi 5 cli sciussi on an concentt-ated or1 sources of  capi t i t - - ,  

l i z a t i o n  and pr-obletns w i t h  c a p i t a l  i r a t i o n  includirlc' l d e l i n -  

quency. The f i tli chapter  e x a m i n e s  t h e  c r e d i  t d e l i v e r y  s v ~ t e ~ n  

f o r  bc).t:lb t he  1 enclcr- and t h e  borrower w i  t t i  ernptiasi s o n  in ter -c .~~I :  

r a t e s ,  1 oan t . e t - m s  and t.t ansac t i  on5 costs.  The f i n a l  chaytet- 

p resen ts  a br- i  ei. srmtnary and qer\(x-al re~or~woda l .  i ons. 

Eact~ ctrap.tet- is ovgarlized i n  q ) e c i +  i c  s e q u e n c e .  F i r s t ,  a 

clescri~:)l: i(m of l: l~t. program dc?siyn as i t  a p p 1 j . e ~  t o  tile t u p i c  



o f  the .chapter i 5 p t - c s c n t e d .  Second, a s  p a r t  of eval u a t  i on, ' t r i  

~ n a l v s i s  of t h e  desiqn i s  undertaker l ,  t o  i d e n t i f y  strcrrnq111:., 

a r ~ d  w e a k n e s s e s  o f  t h e  d e s i g n .  T h i r d ,  the e m p i r i c a l  r e s u l t . ;  

r e s u l . t i n q  f t-om the a n a l y s i s  o f  FINCX records  and t h e  sampl c! 

s i w v e y  are  presented. F i n a l  l y ,  c o n c l u s i o n s  are  drawn. 



11. OVERVIEW OF F I N C A  

T o  set the stage f o r  t h e  eva lua t ion ,  t h i s  chapter prese- 

n t s  a d e t a i l e d  overview of  t h e  s t r u c t u r e  and operat ior ls  oC 

F I N C A  as w e l l  as a general  d e s c r i p t i o n  o f  t h e  design and t he  

f u n c t i o n  o f  t h e  r o t a t i n g  community c r e d i t  funds. The s p e c i f i c  

ana l ys i s  o f  the program f u n c t i o n s  f o l l o w s  i n  the succedinq 

chapters.  The present  chapter is organized i n  f i v e  subsec- 

t i ons :  

(a) t h e  h i s t o r y  o f  F I N C A ,  i n c l u d i n g  i t s  establ ishment , goals,  

sources o f  fund ing  and program implementation; ( b )  t.hc r e1  a- 

+.innship between F I N C A  and F I N C A - 1 n . t e r n a t i o n a l :  (c) t h e  des- 

c r i p t i o n  o f  t h e  design o f  t h e  community c r e d i t  program; (d )  

t h e  o rqan i za t i on  and strcrctcrre of FIt \ ICA: and (el t h e  new inno-- 

va t i ons  i n  F I N C N ' s  pr-ograms. 

H i s t o r y  o f  FINCfi 

Estab>L$-l~ncnt 
Q .  

The F I N C A  program w a s  es tab l i shed  on ' ~ u l ~  1, 1984, w i t h  

t h e  dec i s i on  by l J S A I D  t o  e s t a b l i s h  t he  F I N C A  Revolving C red i t  

Fund u s i n g  the equivalent: af  l o c a l  chrrcncy,  i n  t h e  anmctnt of 

aprax i  make1 y 1.3 m i  I. 1 i o n  do1 1 a r s  a t  tlhe o f  .f i c i a l  exchanqt. 

r a t e  (about 2 . R  b i l l i o n  pesos), t h a t  had been generatad f r o m  

t h e  F'L. 480 5al.r. of  r i c e  f a l l o w i ~ l q  the 1983 draught. 



'Ttte proqt-am 's beqi  nn i  nq m i  qht: be consi dw-ed the rcscr 1 t: 

o f  a f o r - tu i  to~tc j  and s i  mu1 taneous comi r ~ g  toqet:hc.r of rjevc?r.al 

major f ac to r s .  CS U.S. consu l t i r tg  f i r t n ,  Fiural Development S c r . v -  

i c e s  (RDS) , had conceived t h e  idea  o f  the  community develo13.- 

ntent funds. RDS was under tak ing severa l  con t r ac t s  i n  B o l i v i a ,  

i n c l u d i n g  t h a t  o f  t h e  emergency s a l e  o f  r i c e .  Eeqinning i n  

1983, they es tab l i shed  p i  l o t  community r o t a t i n g  r u r a l  pro-iec ts 

i n  t.welve Eol Lv ian  communities. Enthused w i t h  t h e  r e s u l t s  of 

t h e  Eo l iv i ,an  p i l o t  p r o - j ~ c t s ,  as we l l  a5 w i t h  o ther  p r e l i n ~ i r l ~ t r  y 

t r i a l s  i n  Costa R ica ,  Nicaraqua and E l  Salvador, RDS decidt-.d 

t o  make a major commit.tmen't t o  extend i t s  proqt-am, bu t  i t: 

netaded a u t s i  dc funding.  

USAID was i n  the p o s i t i o n  t o  p rov ide  t h e  Cunding +or- 

B c l i v i a  w i t h  t h e  r e c e i p t s  f rom t he  sa l e  o f  r i c e  frun, the F'L.- 

4 8 0  program. Moreover', USAID w a s  in t t - iqued sbout t h e  poss ib l  1  -- 

i t : ~  a f  assis. l - ing t h e  B o l i v i a n  r u r a l  puor throuqh a c r e d i t  

program that: had a b u i l t - i n  Ceatut-e t o  protec.L t h e  lerbder 

against  decapi?.al i z a t i o n  by t h e  h y p e r i n f l a t i o n  t h e  cot.tntr.v 

was e:.:pr.rit.r~cir~g. By t h i s  t ime, t h i s  i n + l a t i o n ' t r a d  se r i ous l y  

decapi t a l  i zed  and v i r t u a l l y  inmdbi 1  i zed  most o f  t he  e x i s t i n u  

smal l - f  at-mer c r e d i t  brocjt-ams. I n  add i t i on ,  t he  pt-oqt-am p rov i  d- 

ed USAID an uppor-tctni t y  t o  cont inue i t s  enwrqency r e l i e f  pr-o- 

gram, bu t  w i thou t  t h e  need t.o spend hard currency. I n  t h i s  

regard,  because o f  RUS ' s  experience i n  d i s t r i  b u t i n u  r i c e  Lo 

t he  I301 i v i  an r u r a l  pout-., t he  corrsul t i  nq f i r m  was i r-1 t he  pos i  t 

i o n  ta q u i c k l y  i d e n k i f y  camrnuriities t o  pc~ t - t i c ipd t :e  i n  the 

pruqt-arn. I.lorc:!over, RDS a l ready had a teaat of tru.jked cmploycc!~; 

10 



who coulcl cas i  l v  been incorporatc?d i n t o  t h e  proqram. '11161.1 c- 

f o r e ,  unclcr RSD l cadersh ip ,  s ta r t -up  cos t ,  and t ime rcqui- 

rernentr; would be l o w .  The proclram appeared t o  be we l l  s t 1 1  tcd 

f o r  quick implementation. 

The pt-ogram c a l  l e d  f o r  t h e  establ ishment,  w i t h i n  a three 

month per iod ,  o f  FINCA as tl-ie l e q a l  e n t i t y  t o  manaqe t he  pro-  

j e c t  i n  B o l i v i a .  U n t i l  t h a t  t ime,  RDS was contt-acted t o  adm- 

i ~ ~ i s t e r  t h e  p r o j e c t .  R D S  prompt ly  h i r e d  t he  persons t o  work 

on t h e i r  s t a f f  , who would even tua l l y  become t h e  admin is t ra to rs  

of FINCA, when i t  became a separate e n t i t y  i n  February 1985. 

The new proqram had ambi t ious goals. I n  the  f i r s t  year 

i t  was expected t h a t  Communi ty F:evol v i  ng Funds (FRC ' s )  waul (.I 

be establ. i shed i n  630 communi t i e s  and t-each about 31 ,600 rur a l  

f a m i l i e s  i n  seven r u r a l  departments: La F'az, Orura, F'otosi ,  

Ctiuqui sac&\, Tar i ja, Cochabamba and Sant a Cr.uz. P r i o r  i t y  arcas 

were t o  be thuse reg i ons  m o s t  irnpac:ked by t:hp dr-aughts a+ 

There appears t o  be &acne ambigcri t v  about p ro jec t :  cloals 
. . 

.from the per-specti  ves of USAID and FINCA. USPIID was an): iouc 

to use the  F'L 480 funds a v i \ i l a b l e  qrorn t he  r i c e  sa les  to as- 

s i s t  i n  r e c a p i t a l  i r i n g  t h e  farmer  who Iiad been ser-iouvily and 
0 

rregati  ve l  y i ripacted b y  t h e  dt-aught. The RDS proposal  was a 

ccmvenien~l: and ha~lcly v e h i c l e  t o  g e t  t h i s  dope U S f l I D  rqar riot 

convinced t h a t  . t l ic p r o j e c t  r~ecessat-,i 1 y would bl ossor~ i r ~ t o  a 



comnluni t i e s .  I n  con t r as t ,  RDS was .r.onf i dent t h a t  i t s  pt-oqt-a01 

would work and w a s  most pleased t o  have access t o  the F'L r l f l c : )  

funds t o  implement i t .  

Sources of  Funding 

Funding f o r  t h e  program came from th ree  sources. F i r s t ,  

2.8 b i l l i o n  pesos were assiqried from t h e  PL 480 pt-oqram 1:(~ 

c a p i t a l i z e  t l l e  FINCA Reyolv ing C red i t  Fund and t o  cover pt+r-t- 

o f  opera t ions  expenses. Second, USAID made a separ-ate donat i  UI-r 

o f  196 m i  11 i o n  pesos t o  aqu i r e  seven veh ic les  f rom t h e  F'ro.ic:bct 

f a r  D isas te r  Recovery. Th i rd ,  RDS made a cammittment t o  r a i s e  

another I(:)(:) r i l i  11 i an pesos f ram o ther  esternal donors, cc 

c a n t r i  b u t i o n  ,Lowar-ds opera t ions  costs .  

FINCA t-eceived an a d d i t i o n a l  qrant,  e t t e c t i v e  Jui y i , 

1985, i n  t he  atnu~tnt b f  % 98,440 f rom the  Inter-American Faun-- 

da t ion .  Th is  grant. i nc ludes  funds t o  c a p i t a l i z e  the  FJt.IUt? 

Revol v i n q  Ct-ed i  t: Fund, t o  cover &me opr.ra.tiona1 expenses, t c )  

purchase a computer- f o r  t h e  Cent ra l  O f f  i c e  and t o  p rov idc  

some e x t e r r ~ a l  t echn i ca l  a s i  stance. 

F'rgclr-am I n t p ~ - v w r ~ t a t i  or! 

The progr-am wag i mpl emented r a p i  d l  y. S ix  r e q i  orrs were cst- 

a b l  i shed; Santa C r u z  was el i rn i r~ated.  Thc f i r s t  laan to a comn- 

u n i t y  was made on 18 .ji.tly, 1.984. By 9 December o f  t h a t  ycar 

a l l  loans +or. t h e  f i r s t  year had been extended i n  the t c ~ t a l  

amount o f  2. I b i  1 I. i un pesos t o  433 con~muni t i es, berrcf i t. i t l c i  

2 4  ,XIc? f a m i l i e s .  I r r  Play 13135, FXNCA ubte-{ined i t s  l cwa l  stabu!;. 



RDS s t i l l  p l a y s  a ve ry  icnpott imt role i n  two ways: as a curl- 

s u l t a n t  t o  FINCR and i t s  connect ion w i t h  F I I \ I C A - I n t r r . r i a t i u r ~ a l .  

The desiqn o+ the Do1 i v i w  FIWCA program, as we1 1 c~Y.. 

those t h a t  RDS had i n i t i a t e d  i n  t h e  a t t~er -  t h ree  c o u n t r i c ! ~ ,  

speci  f i  ed t h c  need f o r  ex te rna l  f cmd r a i  s inq  t o  p r u v i  clc f i r1,\11 . 

c i a 1  resources f o r  the programs. l o  f a c i l i t a t e  t h i s  prucc:;.; 

t h e  F'I-esident of RDS, D r .  John klatch, es tab l is t led  t h e  F 'o~r~r l r t -  

t i o n  f a r  I n t e r n a t i o n a l  Ccmcnuni t y  Flssi s tance (FINCA-Int-et-nati c3 

n a l  ) , which was l e q a l  l y  incorpot-ated i n  the S t a t e  of I \ k w  Yat I:. 

i n  September lC3&34 as a non- pro+ j. t , nun-pol i tical and non-S~?C . 

ta r ia r r  organi  zatian,,.. F'INCA I n t e r n a t i o n a l  has two main olr  

j e c t i ves .  F i r s t . ,  t o  mobil  i r e  rcso~t rces by means o f  clonatiotis 

frorn i n d i v i d u a l  5 and cot-parat ions as we l l  as f rorn pub1 i u -  

91-ants when p o s s i b l e  and approp i  ate.  Second, these resoi .w-cc~~ 

are be used to f inttncr. t he  rev01 v ing  t- iwal  ct-edi t: f c~r~cls 

f o r -  curnfnuni t y  development programs i r i  t he  p a r t i  ci pa t  i nq rot-111 ,. 

t r i e s .  To do t h i s ,  i t  wot-1::s w i t h  the  hos t  coun t r i es  to e5t.a.- 

b l  i s h  ciome.jt,ic non-pr-0f.i t f o w ~ d a t i u n s ,  such as FII\ICfi i n  Gwl i -- 

v i a ,  t o  admin is te r  the programs. 

Rrnoriq t h o  ex is . t i r ig  praqrarns i n  Bol i v i a ,  Costa Rica, N i c  



araqua and E l  Salvaclut-, the  ~ : u l i v i a n  pruqranr i s  by  f a r  t t r c z  

l a r - q r s t  , most1 y bt.cau.;e o f  ttra USnID yr-ant. I n  the f.utur-(?, 

F I I JCA. - I~~C?~- I I~ . \~  i o n a l  has maior p lar ls  t o  r a p i d 1  y expctrld i ts  

comtnuni t y  d c v e l  optnw-rl: pr-ogranls n o t  on1 y i n  t h e  above f ot.tr. 

c o u n t r i e s  but: a l s o  t o  b r a m i l ,  Colombia, Honduras, I.le:.:ico ;,I.I(I 

Peru. By 1990 1 tl.; goal  i t o  reach a t o t a l  0.l: 2,000 rcr~.,tl 

communitie.j (about lOi) ,  OC)C) -fafr\i 1 i es) i n  the n i  nc cui.rr\tr i r s .  

It i s  i nrportank .to recoqni  r e  t h e  sLr-ong 1 inl::aqc-?s bc.t.wt?t>r\ 

RDS and ttle cleveloprnen t: c r f  FINCO- I n t e r n a t  i onal and the  sever-=I 1 

countt-y pr-ocjrarns. Indeed, they are h i g h 1  y i ntercluper~clent a ~ ~ t l  

f ocus  around one k e y  person, Dt-. Hatch. He, along wi,kh or11 y ;\ , 

handfu l  o f  persons, ar-e ttre k e y  a c t o r s  j.ri t h e  pt-oces.;. E ~ I ( : ? c - -  

i a1 1 y impor-tant is L i c .  Aqui l e s  Larlao F lo res ,  a pwcrvian (:IM--. 

t n e r  i n  RDS. 1-ic. Lacrao has t h e  mi3 jot- r - e ~ j p ~ r t ~ a b i  I. j. i:y f o r  urij--. 

a n i  z i ng and i mpl emwrt i ng t.he count ry  programs. The heavy dvp- 

enderice of FIblCA-1nl:ernati anal  un or71 y a few key perst:ms cot.tl J 

ct.eaLe problems f o r  t h e  cacrntry programs' i 17 t h e  Tut ut-e, wt?t-c. 

t t ~ ~  praprarn tu lase t h e  s e r v i c e  0.f one or- bo th  of these I::ey 

persons. 



a r e  f o r  a p . r i o d  04 f ou r  years  w l t h  a 

(to account for-  t i  r n e s  o.f bad h a r v e s t s ) .  

the o b l i g a t i o n  to repay  the p r i n c i p a l  back t o  t t ~ e  F I tdCA uvc:t. 

t h e  f our-year- pcr iud .  S i m ~ r l  taneowsly,  i t  i s  suppascd tc:, c;.tpi -- 

ta l  i z e  i t s  +urrd, such t h a t ,  a t  the  encl uf t h e  four-yeat- per-lad 

t h e  com~nuni. tjl ha.-; i t s  own f u n d  i n  the equi v a l  en t  to t h e  acnc:)c.r~ll- 

o f  t he  o r i g i n a l  F J N C A  loan.  

A u n i q u e  +eatur-e a f  t he  program i s  t h e  manrlc: - i n  w l l i  r.11 

i t: i s  clesi qrsecl t.o curnba~t t he  u-c t i  raous i tnpact o f  i n $  1 a t  i an ( 2 n  

money b a l  ances. fill .  1 clans and repaytncnts Crom F I I K A  t o  11 I(.> 

cumtrrcrni ti es and +rum t h e  cowiun i  t i  ES t o  t:hej. Y- ~rret~iber.~ dt-P 

made i n  r e a l  terms, by i.nde:.:inc,l them ,to t h e  p r i c e  o f  a I:.c,~v 

agr-icccl tccral / 1  ~ v e s t o c k  p roduc t  i n  the  commuc-rj. ky. H~SCI I I I ~ I I~  

t h a t  the  p r i c e s  of  thcsr. p roduc ts  w i  11 f luctuat.e more-or--1 c!!;<i 

i n  accordar~cc  w i t h  t h e  r a t e  c3.f i n f  l a t i o n ,  t h e  r -ca l  va lues  of 

the comm:.i~i t i  es ' FRCs and F I  I \ ICH1s Rev01 v i  liq Ct-ecli t Fund itr f ?  



had 100 rnemtr~r s i m t J  each rncrn!jc:?r- r e c c i  vecl a 1 oar1 eclt.ti vc\ l  eel l: t o  

the va lue  0.T. two q u i n t a l e s  0.I: pota toes  and t h e  p r i c e  of t l te  

q u i n t a l  was $b. 10,000 then t h e  corni~~~cr-rity would recc3ivc d l uc \n  

of :$b . 2, 0(:)0 , 0(:)(:) ( 100 .f ami 1 i es :.: 2 C~LI i n L a1 cs  :.: Ob . 1 < I ,  ~ : ) t : ) (b  

per q u i n t a l  ) . 
Upon r e c e i p t  o f  t h i s  loan,  t h e  community has t h e  i n i t l a 1  

funds f o r  FRC. T'he conrmunity assembly e l e c t s  ' a  t h r e e  pet-- 

soti conrrncrni t y  commi t irev t o  oversee ttre fund. Ttre comcl~~~rli t y 

assernbl y  deci  des I-row i . t  wants t o  ~c5e t h e  fund. Ther-c.? are ttrrr!c~ 

a l ter - r ra t ives.  F i r s t ,  i.he monies may be  d i s t r i b w t e d  t o  each o f .  

the? par . l : i c ipa t inq  rrrcnhers as i n d i v i d u a l  loans  i n  .t,tre arnoct~~l:~, 

equal t o  member '5 quota. I n  t h i  s case t h e  mernbws us.-. t l l c :  

f crl-lds f o r  whatever- they  des i re ,  b u t  w i t h  t h e  ob l  i q a t i w r  ti.) 

repay them t o  t i re  FHC .at  t h e  s p e c i f i e d  m a t u r i t y  date. Seco~~rJ, 

t he  commcunit.y may dec ide t o  use t h e  FRC t o  undertake t h e  pc.w-. 

chase of a cucnmunity yoocl, such as m a t e r i a l  t o  b u i l d  a rneelir~tt 

roam, s to rage b u i  I. d i  ng , e tc .  I n  ,tlii s case, each ma~nbct ~SSI-~III(::E; 

the  responsi  b i  I i t y  t o  repay t.he FKC: t h e  amount o f  t h e i r  quota 

a t  t h e  s p e c i f i e d  matct r i ty  date. The t h i r d  alter-ria.l:ivc?s is a 

cornhination o+ t h e  f i r - s t  two. 

Urrder any o f  t h e  above .three a1 t e r a n t i  ves , t h e  mecl~b~rs asscrmr-* 

an o b l i g a t i o n  t o  repay t i re  FHC osr t h e  s p e c i f i e d  matcrt-i:..y dal:~!. 

This repayment i s  c a l l e d  FRC c a p i t a l i z a t i o n .  

I n  addi t i  on , t h e  cummuni t y  must amnwrt i ze i t ' s 1 ukcn f I - c ~ t n  

FINCA. To accor~rpl i sh t h i  s, cacti p a r k i  c ipa , t  i nu member tnuritz 



members for- four  succedi ncl years, the t o t a l  acnocrnt r -vpa i  d to  

F I N C R  w i  11 be t h e  equ iva len t  of FINCA's o r i g i n a l  l oan  to t h e  

cornrnuni t y .  I f  LI cornmuni t v .  des i res ,  i t  can repay i ts loan t o  

FINCh i n  f u l l  a t  arty time. Wher~ t h e  community has complete1 y 

ammor-tized i t s  o r - i j i n a l  l oan  t o  FINCA i t  i s  e l i g i b l e  .for m a - -  

ther- F I tdCA loan. , I f  i t  o b t a i n s  another loan o f  t h e  same s i z e  

as t h e  o r i g i n a l  i t  w i l l  double t h e  s i z e  o f  t h e  FRC. l'tirwefor-c., 

i n  each succeeding four--year p e r i o d  i t  w i l l  i nc rease the  

of t h e  FRC. 

The r e a l  va lue  o f  t h e  FRC itnd the repayments t u  FINCA 

ar-e mainta ined by t h e  pr-oduct indexat  i o n  system. The metnbw 

does n o t  repay h i s  ob l  i g a t  i o n s  t o  FRC o r  FIl\ICA i n  cash, hir t  

r a t h e r  irr u n i  t.j o f  t h e  indexed pr-oduct. To follow t h e  eat-lick- 

ex amp 1  c, whet-e the comrnuni t y r e c e i  ved a 1 c~an based upon thc 

p r i c e  o f  potatoes,  each o f  the p a r t i c i p a . t i  ng rnecnbr.,rcj would 

repay t h e i r  c a p i t a l i z a t i o n  t o  t h e  FRC i n  t h e  amcwnt.  of  t w o  

qcr intaler j  o f  potatoes.  These po ta toes  ~ ~ u u l d  be sold by i:t~e 

camrn~rrsity and the  money deposi ted i n  t h e  FRC. I n  t h i s  way t t l e  

real value o f  t h e  FRC per  member remains a t  two yr.\ i~-rtalcs o f  

p~ t i t t oes ; .  hl t c r - n a t i v e l y ,  t h e  comrnuni t y  rniqht dec ide no t  to . . 

s e l l  .klic po.Lakor.s inmedi ate1 y, but:, r a t h e r  p u t  them i n  s t o r a -  

qe, hoping f o r  more f a v o r a b l e  p r i c e s  i n  th6 f crtcrre. 

L ikewise,  the  amount p a i d  by each member tu atrrort.i zc! 

the lorn to FlNCA i s  a l s o  p a i d  i n  potatoes. I n  t h e  above w:a- 



To sunmarize, accord ing t o  t h e  proqram design, a t  t h e  end 

o f  t h e  four-year pe r i od  the  cocnmuni t y  i s  t he  owner o f  the  Ff;C 

and F I N C A  Ilas been repa id  i n  f u l l .  The torumunity can apply t o  

FINCA for- another laan. I n  t h e  meantime, the  monies t h a t  cwr-c. 

p a i d  t o  FINCA each year have been p laced in the FINCfi Revol- 

v i n g  C r e d i t  Fund and a re  a v a i l a b l e  f o r  lend ing  as new loans t o  

p a t - t i c i p a t i n q  cornrnurti t i e s  or- t o  extend t h e  program tu other 

cocnmuni t i  es. Because of  the product  i i idcwat ion fea tu re ,  

ne i  there t h e  FRC's nor t h e  Revolv ing C red i t  Fund should have 

lost .  any s i g n i f i c a n t  r e a l  values. I n  t h i s  manner, the  commu- 

n i t y  FRC's and t h e  FINCA Revolv ing Cred i t  Fund would cont inue 

t o  operate i n d e f i n i t e l y .  

FINCR's Orqan iza t ion  rwJ S t r u c t u r g  

F inca has 2 he 1. egal s t a t u s  o f  a Bol i v i  an non-prof i t orq- 

an iza t ia r i .  I k ' s  higI- \est  a u t h o r i t y  i s  the seven-person Board o+ 

Di rec to rs .  The board has t h r e e  campesi no members, who t-epres- 

en t  the comfnl.rni t i  es w i t h  loans  f rocn FINCA. t h r e e  Bol i v i  an 

p r o f  essiarrals, and L i c .  Aqui l e s  Lanao who represents  FINCA 

I r r t e r n a t i  orial . . . 

The Cent ra l  O f  + i c e  s t a f f  cons i s t s  o f  a p res idcr l t ,  who 

r e p o r t s  d i r e c t l y  t o  the board, an accountant, a s r c r e t d - y  and 

an o f f i c e  boy. Thc work af t h e  Cent ra l  O f f i ce  i s  t o  admin is ter  

the pr-aqrarn, keep c e n t r a l i z e d  records  and accounts and prepare 

r epo r t s .  l 'hc Cent-ral Off icr .  s ta f . f  is o f t en  ass i s ted  l ~ y  L i c .  

L-anao a r ~ d  1 ess .f r-cquent 1 y l ~ y  Dr.. t l a t c l ~  , crr,tAcr the RnS consul - 

t i n g  con t r ac t  w i  t.h USAID to p rov i de  .jt.rvices t o  FINCh. 



There a r c  s i x  r eg i ona l  superv isors  who r e p o r t  d i r e c t l y  

t o  t h e  president. Under t he  superv isors  t he re  is a t o t a l  of 

four  ty-tvro nron\oters who, on t he  average, wor I:: w i  t i 1  t en  corncncr - 

n i t i e s  each. 7'he promoters' a re  se lec ted  f r ~ m  l o c a l  persons 

who have a peasant background and l i v e  i n  o r  nearby the  r u r a l  

commwni t i e s  they  serve. I t  i s  t h e  promotor 's  r e s p o n s i b i l i t y  

t o  cat-ry ou t  t h e  r o u t i n e  aspects o f  FINCf4's r e l a t i o n s  w i t h  

t h e  communities, o f t e n  t imes i n  c o l l a b o r a t i o n  w i t h  t h e  sccper- 

v i so r .  

The opera t ions  o f  FINCA are  h i g h l y  doscentra l  ized,  w i  t l j  

cons iderab le  autonomy and au thu r i  t y  q iven t o  the reg iona l  

super v i  sur . Each super v i  sor mai n t a i  ns a FII\ICA bank account. 

f o r  funds f r u m  the  Revolving C r e d i t  Fund i n  h i s  reg ion ,  i n  

which depos i t s  o f  ammort izat ions are  placed and f rom whicti 

new loans i n  t h e  r eg i on  a re  withdrawn. The reg i ona l  super-vi- 

so rs  are  respons ib le  f o r  rna inta in inq complete records on F I N C A  

operation.; i n  t h e i r  r e q i  ons, which a r e  then sent forward t o  

t h e  Centra l  O f f  i c e .  

FI.NC1AL?-Rela&._i,~nshie-j:.._o-Q:t_ heF:l:-g~!-afi5 
. . 

F I N C ~ ' S  p o s i t i o n  o f  se rv ing  a large.  network of rural.  

cornrnunities has made the organ iza t ion .  a good mechanism tu 

serve as a broker  f o r  o ther  o rqan i r a t i ons  t o  reach r u r a l  cornnt- 

u n i t j . e s .  I n  t h i s  capac i t y  FINCA works severa l  d i  f  f e ren t  orui-\a- 

n i  za t i ons  t h a t  o f  f e r  4nod f o r  work,  scrctl as Food qut- L.he kiur~-- 

g ry .  Under tht.1.%2 proqr-ams FINCR i den t i  f i c5 carnrnuni t.y p ro  jectc; 

t h a t  a r e  el ecji hl.  c f o r  t h i s  assi st;:wtce and .take.; t h e  paperwor I:: 



t o  t t te other. o r q a c ~ i z a t  i o n  f o r  approval . I n  p r -ac t i  cc. ,  co111tr1- 

u n i t i e s  combine t 1 . 1 ~  Food f o r  o r :  w i t h  the  FRC c r e d i t .  For- 

example, t h e  corntnuni t y  decides t o  u s e  t h ~  FRC f o r  a  pro.jc?ct 

t o  b u i l t  a  po ta toe  s to raqe  ' bu i l d ing .  The FRC monies a r e  used 

t o  buy m a t e r i a l s  and Food f o r  Work pays t h e  pays t h e  cn~nmuni t y  

members w i t h  food f o r  t h e i r  work on the p r o j e c t  FINCA has 

brokered. Some f o u r t y - s i x  Food f a r  Worl.:: por . jects  t o  date. The 

a v a i l a b i l i t y  o f  t h i s  complementary program encouraqes F I N C R ' s  

communities t o  under take community p r o j e c t s .  

USAIU has a proqram t o  a s s i t  B o l i v i a n  fa rmers  i n  ob ta in - '  

i n g  a g r i c u l  t u r a l  i tnplements and hard t o o l s .  Uridtzr t h i s  pr-oq,-ctnl 

farmers can buy goods imported a t  t h e  o f f i c i a l  excl.~angr r a t c .  

FINCA's catntnunity members have beer1 cjiven access t o  t h i s  pro--  

gram. 

I n  a simi 1 a r  program t h e  Inter-American D~velopment  Dan~:. 

(HID) has made B a l i v i a  a l oan  t o  b e  urcd t o  impor t  irnplcments 

and hard Cools a t  t h e  o f f i c i a l  exchange ra te .  F I N C A  has plarrs 

ta obta i r i  access t o  t h i z  funds f o r  i t s  p a r t i c i p a t i n g  corntnurli- 

t i e s .  The E o l i v i a n  Agr icu l tu t -a1 Banl:: (BRB) has a  spec ia l  p ro-  

gram f o r  i m p o r t i n q  f e r t i l i z e r s  under g ran ts  frorrt Japan and 

t lo l land.  BAB s e l l s  t h e  f e r t i l i z e r s  a t  subs id ized p r i c e s .  FINCfh 

has been giver) a  quota o f  t h i s  f e r t i l i z e r s .  Members from t h ~  

cummunitie.; have ob ta ined t.he f e r t i l i z e r s  f rom t h e  E M 3  ware- 

house. 

111 a t o l e  as a b roke r ,  FIt\IC& i s  a b l e  t o  

programs t o  br-irrq t l l e i r  serviccns t o  t1-1~ FII\ICR 

t l r i s  nlarrrlr:l- they  a r e  a b l e  to he a m u l t i - s c r v  
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and o f f e r  f a c i l i t i e s  ' t h a t  are complementary to tllc c r e d i t "  

program. I n  some cases, the c:ommuni t i e s  have used t h e  FRC t o  

f inance  community p r o j e c t s  t h a t  a r e  supplemented b y  food- 

grants  f o r  work: . I n  other  c:ases, the  conlmunity members a r e  

using t h e i r  i n d i v i d u a l  loans to obta in  inputs,  such as tools 

and f e r t i l i z e r s .  



I I I ,  THE I M F f X T  OF THE F'RQGl7WJ 

The impact o f  t h e  program i s  ana l ized from fou r  perspec- 

t i v e s .  F i r s t ,  i t  i s  examined i n  terms o f  i t s  accomplishing 

the goals  uC t h e  program i n  reaching communities. Second, i t  

i s  s tud ied  from the  pe rspec t i ve  o f  the  impact o f  t h e  progr-am's 

c r e d i t  on t h e  community. Th i rd ,  t h e  r e l a t i v e  r o l e  o f  t he  F'RC 

as a source of c r e d i t  i s  esamined. F i n a l l y ,  t h e  members over- 

a l l  impression o f  t h e  program i s  presented. 

Proqr am G Q ~ ~ z .  

A t  the  ou t se t  i t  was planned t h a t  the  program would reach 

630 communities and 31,0(30 f a m i l i e s  i n  t h e  f i r s t  year. 0 s  

shown i n  T a b l e  111.1 by t he  end o f  the f i r s t  year t he  proqram 

set.ved 433 cotncnuni t i  es an.d 24,289 f ami 1 i es , which corresponded 

ta 68.7 and 76.9 percent  o f  t he  o r i ~ i n a l  goals, r -espect ive ly .  

The program should no t  b e  f a u l t e d  for-, not  meetins i t 5  goals. 

Indeed, t h a t  i t  reached as many cocnmuni t i e s  and f acni l i e s  as 

i t  d i d  i s  q u i t e  remarkablr., e s p e c i a l l y  considerirrg t h a t  a t  t h e  

beginning o f  t he  proqram t h e  r e a l  va lue of 'the p o r t f o l i o  w a s  

rapid1.y et-oded due t o  t h e  h i g h  i n f l a t i o n ,  which was about 

8,000 percent  aver t h e  f i r - s t  year o f  operat ions. 

The t a p i  d extension of t he  prog't-am t o  many cornm~tni t i  e5 

was an impor tan t  o h j r c - t i v e  fur bo th  lJSAID and FINCA. I n  t h i s  

r'egat-d t he  program would have t o  be considered as succeszr'ul. 



FlNCA PROGRAM GOALS: FIRST YEAH 
July 1, 1984 - June 30, 1985 

Number oC C o m m u n i  ti es 

Number af  F a m i  lies 

Source: F I N C A  recards. 



I n d i  v idua l  vs. Comnruni ty__ Purpose Loans ------------ 

There w a s  no s p e c i f i c '  program design f o r  c r e d i t  use by 

t h e  cammuni t i e s .  About 93 percent  o f  t he  cornmuni t i e s  decided 

t o  use t h e  c r e d i t  f o r  r e l end ing  t o  t h e i r  members such t h a t  

t h e  members cou ld  use c r e d i t  as they wished; on l y  about 7 

percent  of  t h e  communities opted t o  use t h e  c r e d i t  Cor comm- 

u n i t y  p ro j ec t s .  

most impor-tant uses of  t h e i r  c r e d i t  on t h e  assumptiun t h a t  

many membet-s would use t h e i r  funds f o r  mu1 t i p l e  purposes;. Thc 

r e s u l t s  a r e  presented i n  Table 111.2. T h e r e  a re  few- uses t h a t  

stand out.  It P J ~ S  est imated t h a t  31.7 percent o f  t h e  t o t a l  

progr-am's members spent money on food, 29.6 percent  on a q r i -  

c u l t u r a l  i npu ts ,  25.6 percent  on c l o t h i n g  and 20.8 percent  on 

t r anspo r t a t i on .  Th i s  suggests t h a t  the re  was a g rea te r  tenden- 

c y  t o  spend on consumption' i tems than on p roduc t i ve  a c t i v i -  
. . 

t i e s * .  

con~rnurli t i es 5ur.veyed. There if; a c e r t a i  r l  rnargi n of err or, ,  l rl 



Th is  i s  borne out by the  in fo rmat ion  presented i n  Table 

11.3. An est imated 26.4 percent  o f  t h e  members s a i d  t h a t  t.lje 

c r e d i t  enabled them t o  increase t he  output  of t he  indexed  

product ,  12.5 percent  repor ted  i t  increased t h e  output  of 

o the r  agr icu l t .u ra1  products  and 8.1 percent s t a t ed  i t  inc rea -  

sed t h e  o u t p ~ ~ t  o f  1  ivestoc): product ion. The f a c t  t h a t  so 1  i t -  

t l e  o f  . t h e  c r e d i t  went f o r  p roduc t i ve  purposes scqqests t h a t  

-- 

these estimates. I n  t t l e  t a b l e s  o f  t h i s  eva lua t ion ,  these mat-- 

g i n s  o f  e r r o r  a r c  r epo r t ed  a t  t h e  95 percent conf idence l e v e l ,  

i .e. , the re  i s  one chance i n  20 t h a t  t he  true f i g u r e  f o r  t h e  

popu la t i on  f a l . 1 ~  ou t s i de  t h e  i nd i ca ted  i n t e r v a l .  An examplr. 

is i n  order .  I n  Table 11.2 i t  was repor ted  t h a t  an est imated 

31.7 percent  o f  t h e  papu la t i on  used t h e i r  c r e d i t  t o  buy food. 

We a re  con f i den t  a t  t h e  45 percent l e v e l  t h a t  t h e  margin o f  

e r r e r  i s  5 9.2 percentage p o i n t s  f rom t h i s  number, i .e. w i t h i n  

t h e  l i m i t s  of 22.5 and 40.9. 

The s i r e  oS t h e  e r r o r  wi 11 depend upon t h e  var iances 

w i t t i i n  and between t h e  communities i n  t h e  cIcrster samplc!. 

Most qeneral l y  t h e  var iances w i t h i n  the  communities were no1 

large. I n  some case's l a r g e  di.Fferences i n  var iances b e t w e n  

communities were obset-vecl. I n  these cases the  margins f u r  

e r r o r  were r e l a t i v e 1  y l a rge .  The var iances repor ted  i n  L ~ I c !  

tab1 e of t h i  s eva lua t i on  a re  t.he var iances betwceri commt.mi -- 

t i e s .  I t  can be noted t h a t  when t h e  var iance i s  l a r q c  t l ~ c ?  

w i d e r  are the r e l a t i v e  1  i r n i  ts for. e r r o r  around ~ I I E  e~t. imatc:.d 

f i q u r e  + o r  t h e  polpctl  al:i on. 



THREE MOST IPIPONTANT USES OF CREDIT FROM FRC 
EY COIltlUN I TY IIEMEERS 
(Estimated Percentage) 

Agrirul t.ura1 I n p u t s  
Li vest.ocC:: I n p u t s  
Purchase of  L i  v e s t o c k i  
Construction and Kepai 
Other Invest rnent 5 

Transpor ta t  i on 
Clothing 
Household A r t  i cl cs 
Food 
Fiestas , weedi r ~ g s  etc. 

SOURCE: Members ' survey. 



COPIMUN 1 TY MEME{ERS I ND IC6T  I NG THAT FRC CRED I T 
ENAElLED THEE1 TO I lJCREASE F'RODUCT I ON 

(Est imated Percentage )  

ESTIMATED PERCENT % MARGII\I O F  €.F;:I;OIE 
OF MEMEERS WITtl AT 95% CONF 1 UIZI*ICti 

T.YPE OF PRODUCT I ON PERCEPTION VARIANCE LXVEL 

I n d e x e d  F'roduct. 26.4 (3. 0044 1 ;:. . 1 4:) 

O t h e r  aqr i cul  . p r o d u c t  12.5 0, C.,097 

Othet -  Li vest .  p r o d u c t  11.3 (3. 0017 



the members had to o b t a i n  the r.c.)cuuu.ces f u r  r-c+pdyrnr?t~t fr'orn 

the pracc:eds 04 t h e  l e v e l s  of p roduct ion  t.hat were i n  m i s t -  

ance p r i o r  t o  t l r c ?  FRC c r e d i t .  This may have caused them ;( 

t ~ a r d s h i  p . 

L..o'm !3;.?5! 

The tacnourrt o-F c r e d i t  the members rece ived was pi?rceivc.d 

t o  be very smal l .  fis r epo r t ed  i n  Table 111.4, an est imated 

81. 1 percent  of t t rc popi.tl a t i  on cansi  deved t h e  I. oan too  small . 
The program had o r i g i r ~ a l l y  planned t u  lend enough t c ~  each 

conrnruni. t y  t o  p rov i de  about 9 S O  o f  cr-edi t per f ami 1 y. I-iowcver . 
by t h e  t ime  t h e  f t t nd~ j  were disbursed, i n f  l a t i o n  had erodrxl 

the  r e a l  vc71~1e considerably .  fit any r a t e ,  the  s i z e  o f  t t t c ?  

loan was cansl. dw.ecj i nadequate. T h e r - e  i s a quest ion,  ~ ( I ) W C V C ~ .  

i C  t h e  loans had been l a r g e r  and the member had not u5ed  the? 

c r e d i  2: t o  increase product i .  on, waul d the  members have had the 

resources t o  be ab le  t o  repay the  loan. Th is  r e s u l t  could bc 

e~:pecl:md i n  t h e  case of can~tnuni t y  purpose loans, where thcr-r :  

is l i t t l e  o r  no imnrediate o f  t he  c r e d i t  t o  the  members 

t h a t  generates income which would pr-uvide resources t o  r'cpav 

t h e  1 oat). I f ,  on the uthcv- hand, the l a r ge r  amounts o f  c r e d i  t 

wnuld have gal-tc? i n t o  p roduc t i  vc put-+poses then i t  i cj much  mot-t. 

1  i ice1 y t h e  rest.11 t a n t  increase i n  income woirld p r o v i d e  t l ~ e  

necessary income to r - e p a y  the  1 oans. 
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SOlJRCE: Plerrrbers ' survey. 



c r e d i t  Cr-am any source i n  t h e  th ree  years p r i o r  t o  the  esta- 

bl ishnvmt o f  t t t t .  FRC (see Table 1 1 1 . 4 . 1 ) .  Th is  f ' i y u r c  scrgqs.;ts 

t h a t  about 87 percent  o f  t he  members would no t  have rec ievc t l  

c r e d i t  had i t  n o t  been f u r  t h e  FRC. This es t imate  i s  co r ro -  

borated by t h e  f a c t  t h a t  an est imated 21.3 percent  of t l r r - :  

members (see Table 111.5) were r e c e i v i n g  other  c reG i t 5  s i m t t l - ,  

taneously w i t h  t h e i r  loan from FRC. 

I-lenlbers who d i d  no t  h ~ t v e  r r e d i  t i n  t he  p r i o r  tht-ec year- r, 

were asked f o r  t h e  reasons they. d i d  no t  get c r e d i t .  hs r e p o r t  - 

ed i n  Table 111.6, t h e  most impor tan t  reason w a s  t h a t . t t t c y  

d i d  no t  have knowledge o f  c r e d i t  sources (45.5 percent )  . T ~ P  

second most impor tan t  reason t h a t  i t  was t oo  much bother  ( 2 7 . 5  

percen t ) ,  which suggests t h a t  t h e  t ransac t ions  o r ,  perhaps, 

i n t e r e s t  cos ts  were t o o  h i gh  f o r  t h e  size o f  t he  loan  desired. 

Only an est imated 14.9 percent  s a i d  they d i d  no t  need c r e d i t .  

These r e s u l t s  s t r o n g l y  suggest t h a t  t h e  program is pr c~ 

v i d i n g  a s e r v i c e  o f  c r e d i t  t o  members o f  many comtnurti tie.; 

that. were no t  be ing  p rev i ous l y  served by c r e d i t .  It should be 

rioted, Imwevet- , t h a t  t h e r e  was consi derabl t. var i ance bctwcczc~ 

conmurti t i  es. Surnc comrnuni t i  e5 i n  t h e  sampl e were i r\ reqi on5 

t h a t  were ser-vc.d by t h e  ma.jur insti tt.rt,i anal 1  ender~:i, st.rch a5.l 

t h e  Eol i v i  art R q r  i c u l  ti.rr-a1 Ecanl:: (EAR) . I those conrinuni t i e t a  



EST :I PlA'SED FERCENTAGE O F  COPIMUN I TY MENEERS 
RECEIVING CREDIT  114 THREE YEARS PRIOR TO FHC LOAN 

EST I: PIC'I'I'EII PERCENT % MARGIN O F  ElV3OR 
3F PIE t4E:ERS W I 7'1-1 AT CONFIDEI4CE 

F'EIICEF'T I ON VfiR I ANCE LEVEL 



EST I I'IA'TED F'EI?CEbITA(;E 13F COMPII JbI I TY PlEIWERS 
R E O E  I V J IdG CFiED I I F'RCIM T.11 kIER SOLltiCES S I MULT AI4EOUSL-Y 

PlI1-H C R E D I T  FKOI*I  FRC 

S0ut-c.e: Metrhel-s s .lr vey.  



THREE t.lnST I k1PC)FiTfWlT REASONS FOR NOT RECE I V I NG CRED I T FOR 
CCJ141*1UN I TY I*lEPlI~EFS REPORT I I43 THAT 1 I IEY HAD 1.101' I-lQD 
CREDIT I N  TI-IE LAST THREE YERRS F'RIUR TO FRC I-OAN 

D i  dr-r 't need credi t 
T r i e d ,  b u t  tur-rled d1:wri 
Fear 0.f  i n a b i 1 i t . y  to r e p  
'Too nruc1.1 bothet- ( h i  q1.r 

t . r a r ~ s a r t  i o1r5 c o s t s )  
Had too rnuch p r i o r  debt: 
Terms; o+ credit unfavor-  

a b l e .  
Lack uf knocrlrcAge o f  

mwr C : ~ S  

SOURCE: Member-s ' survey. 



w h e r e  t h e  rnernbsr..; tiacl accr2ss t o  t h c  DAB loans,  the FINCIb pr.o 

gram was corisi  d e v d  t o  he &perf  1 uous and not. verv  1tsc.f u l  , 

because o f  rrretnbers ' access t o  much l arqer amounts o.f c r m j  i f .  

and at move favot.;ct~le (more subs id ized)  i n t e r e s t  rate.;. 

T h e  avai  1 ab i  1 i t y  o f  at l rer  sources of  c r e d i t  i n  SOillm CO~I~II- 

u n i t i e s  i s  demonst:ratcd i n  Table 111.7. Plembers w e r F *  a s l : : ~ d  t o  

respond ~ c p , t o  t h e  t h r e e  most impor tan t  sources o f  ct-cd?.t 11.1 

t h e i r  reg ion .  FII\ICA was cor?.;idered t h e  most impor tant  w i t t i  an 

e s t i f l r a t ~ d  55.0 percent  response. EAEt was second w i  tt? 4s. 7 

percent  and f r i e n d s  and r e l a t i v e s  t h i r d  w i t h  38.3 pwcwrt:.. 

1rit:erest.i rtql y, i ntermedi ari er  , 1 ortg considered t h e  nrcmopcrl i 5.- 

t i c  v i  11 i ar.1 of carnpesil-ro cr-edi t and marketing, on1 y accountrx l  

f o r  an e s t i m a t - e d  3.9 Irjercent. 

Dwsi r e  f o r -  Futzcrrc C-r ed i  t f r-orn FRC and_O.ther Sol.w-cg~ 

Member-s were asked i f  they would l i k e  ta have another 

l o a n  f r o m  FRC and i f  they  would 1 i k e  a loan f rom another sou- 

r c e  next year. T h e  answers ar-e ' no t  mutual l y exc lus ive .  0 s  

shown i n  Table I 1 1 .  €3; an est imated 53.4 percent responded t h a t  

t hey  wanted anot.11er. F f C  l oan  and 49.5 percent b~anted a l oan  

f r o m  other. sources. The fornwr f iqut-e can be used as an i n d i -  

c a t o r  o f  the over-a l l  deuree a f  ~ j a t i r j f a c t i o n  w i t h  t h e  pt-oar-am 

as a soc\t-.c.c o f  ct-ecli  t.. I t  .;tin~~s t h a t  on ly  abo1.1t one-ha1 4 o f  

t h e  member-.; want to cantinccc? w i t h  t h e  program. Th is  j s  con.;is- 



Hal i v i  an Agr-i  cuJ.tur-al 
Dank 

Ct-edi t UII  i ons C o o p  . 
I nkertrwdi at-o5, t - t?sc~-  3. 90 (1) . (:)a(] 1 

dot-es , curnrr~erci antes 
Shop keepers 1 . 4 0 O . c:)c:)C) 5 



TABLE I 1  

COMMI.JN I T Y  PlEMDERS TI.iA'T WUIJl-D LIKE R LOGN 
FROPl FRC AND OTHER SOURCES NEXT YEAR 

(Esti tnat:cd F'ercentages) 

Other  Suur-crs 49.5 0. (9072 1 b. 



COMMLJWI T Y  MEMESERS FERCEF'TION QF THE EFFECTS OF FRC 
COMPARED TO THE SITUATION P R I O R  TO FRC 

(Estimated Percentages) 

More optimistic 
No chnage 
Less optimistic 

E F F E C T  ON POSS I EiI 1, IT I ES OF UNDERTCIK I NG COMMUNI TY F'RCIJECTS 

EFFECT ON CJELFnRE OF COMIllJN I TY MEME{ERS 

Mare optimistic 
Nu chnage 
Less optimistic 

-- 
E F F E C T  OF INCREASING OUTPUT OF INDIVIDUAL MEMBERS 

Mare optimistic 
Na chnaqe 
Less optimistic 

SOURCE: Members ' sur-vey.  



t e n t  w i t h  t h e  members o v e r a l l  eva lua t ion  o f  t he  proqram as 

r epo r t ed  i n  t h e  f o l l o w i n q  sect ians.  

Members Percep t ion  o f  t t w  Proqrr-m_ 

A f t e r  hav ing  had one year exper ience w i t h  t h e  program, 

members were a s k e d  t o  q i v e  t h e i r  percept ion  o f  t h e  program's 

impact -on t h e  community i n  t h e  futcrre compared t o  t imes p r i o r  

t o  t h e  program, based on severa l  bu t  impor tan t  c r i t e r i a :  

(a) t h e  ef , fect  of FRC on t.he f u t u r e  o f  t he  community, (b )  the  

e f f e c t  o f  FRC an t h c  p o s s i b i l i t i e s  o f  c rea t i ng  community p ro-  

j e c t s ,  ( c )  t h e  e f f e c t  od FRC on inc reas ing  p roduc t ion  o-l: t he  

i n d i v i d u a l  community members, and ( d l  t he  eC+ect o f  FRC on 

the genere,l w e l f a r e  of community members. The r e s u l t s  a re  

presented i n  Tab le  111.9. The responses t o  each o f  t h e  four- 

quest ions a r e  s i m i l a r .  Only about one-fourth o+ t h e  members 

a r e  more o p t i m i s t i c  as a  r e s u l t  o f  t he  FHC, about one h a l f  

env i s i on  no f u t u r e  change as a r e s u l t  o f  t h e  FRC, and about 

one-fourth a re  l e s s  o p t i m i s t i c .  

These r e s u l t s  s t r o n g l y  suggest t h a t  t he  program has no t  

made much o f  s.n impact among t h e  l a r q e  m a j o r i t y  o f  cornmrmity 

nrembers du r i ng  i t s  d ' i r s t  year. They a re  cons is ten t  w i t h  the 

more d e t a i l e d  observa t ions  presented above. 

Concl u s i  on5 

The FINCA program has been successful  i n  reaching a l a r g e  

number a f  communit ies and farn i l  i es .  It has prov ided t h e  mein- 

be rs  w i t h  an access t o  c r e d i t ,  a l b i e t  i n  small  amounts, t h a t  

3s 



most o f  them d i d  no t  have previously.  The comnruni t i e s  mostly 

decided t o  use t he  c r e d i t  fbr i nd i v i dua l  loans. The i n d i v l -  

duals,  upon rece i v i ng  t h e i r  loans, d i d  not  tend t o  use ttlc 

c r e d i t  f o r  increas inq produc't ion, but ra ther  more f o r  consump- 

t i o n  goods. Therefore, t he  program d i d  n o t  have much of a 

d i r e c t  impact on product ion nor i n  r a i s i n g  members incomes. 

f i f t e r  one year o f  experience w i t h  t h e  program a la rqe  

m a j o r i t y  of t h e  members were no t  o p t i m i s t i c  about the bene f i t s  

of t h e  proqram, n e i t h e r  f o r  themselves nor f o r  t he  cotnmuni t y .  

O n l y  about one-half wanted another loan from the FRC. These 

percept ions of t h e  program by t he  members are  s t rong ly  suq- 

ges t i ve  t k a t  t he  prmgt-am as no t  been successful i n  tneeti rrq 

t he  needs o f  the members and the  communities, although i t  was 

success-f;ul in d i s t r i  but.inq c r e d i t  t o  many communi t i t s  ;.I.._! 

t h e i r  members. perhaps, these r e s u l t s  may be a t t r i b u t a b l e  t o  

t he  lac!:: o f  experience w i t h  t he  prrsgram. Cer ta in ly ,  i t  car  LC? 

an t i c i pa ted  t h a t  a program designed t o  r a p i d l y  disburse cred i  t 

t o  a l a rqe  ncrmber o f  Samil i e s  can no t  be expected t o  have 

t ime  and resources. t o  work w i t h  and educate the  con~tnunities 

and i t s  membet-s. Nor can i t  be kxpected t o  be h i g h l y  selective. . 
and ~ o r k  on ly  w i t h  those communities t h a t  m i g h t  t r u e l y  benef i t 

f rom i t s  services. I n  our view, t he re  are problems w i t h  the 

program. Moreover, as w i  11 be poin ted out i n  the do1 lowirtil 

chapters, the re  are  irrherant problems i n  the  program's desi c l f r  

t h a t  cro~tld c o n t r i b u t e  t o  the  above r e s u l t s  and t he  member-..;' 

sign fea tures  can be cor-rected then the  pt-ogram would be aljlcl 



to make' a qreater  and more posi t i ' v e  impact on t h e  communities 

and Satni 1 i e5 ser- ved. 



I V. CAP I L_nL_I ZAT I ONA1. I N D E X A T I O N  AND DEL IIQJENr?C_V_v 

k o q r a m  Desiqn f o r  Cat i  t a l  i z a t i - 0 3  

The program i s  designed f o r  c a p i t a l i z a t i o n  t o  occur a t  

t w o  l eve ls .  F i r s t ,  F I N C A  c a p i t a l i z e s  i t s  Hevolvinq Cred i t  

Fund by ob ta in i ng  donations and qrants  t ha t  are i n  excess of 

what i s  r equ i red  t o  cover i t s  operat ions costs, Second, t h e  

community FRCs a re  supposed t o  be cap i t a l i zed  when the  commu- 
- - 
- n i t y  makes amor t i za t ion  payments t o  F I N C A  on the loan obkained 
C~ 

from the  Revolving Cred i t  Fund. The l a t t e r  deserves a b r i e f  E. 

of the indexed product  ant the  amounts t h a t  are  repa id  are  

explanat ion. When community members obta in a loan from the  

FRC t h e  amount o f  t h e  loan (measured i n  t he  u n i t s  of the i n -  

= 
dexed product)  plus an amount t o  be used by the  community f o r  

payins an amor t i za t ion  t o  FINCA. The amort izat ion p ropor t ion  

is equivalent  t o  m e - f o r t h  of  t h e  amount t h e  member pays t o  

FRC. A 5  t he  community repays F I N C A  the community's debt t o  L. 

F I N C A  dec l ines  and, i n  t h i s  manner, t he  FRC i s  c a p i t a l i z e d  i n  

an equal amount. 

The product indexat ion f ea tu re  of the loan is designed 

t o  more-or-less main ta in  the  o r i g i n a l  r ea l  values o f  both t he  

F I N C A  Revolvinq C red i t  Fund and the  FRCs. This occurs i n  both 

cases because the  amount t h a t  i s  l e n t  i s  based upon the  p r i c e  

l i k e w i s e  adjusted f o r  any changes i n  the pr ices.  A s s u m i n g  

t h a t  the  movements i n  t he  p r i c e s  of  the indexed products par- 

a l l e l  thoso of the i n f l a t i o n  r a t e  and there  i s  no de fau l t ,  

then both o-l: t h e  funds should mainta in the same r e a l  values 

over time. 



t h r e e  ways. F i r s t ,  d rrct inc:r'ea~je i1.1 t h e  FINCR R e v o l  v i  1rc.1 ( 2 . c : -  

d i t  Fund--thr-oc.ciltr donat ions  arid clrants-- w i  11 a l  luw FIl\ICfi t t l  

reach out  t o  narc? comrrriccr i f-. i es or- I. ncrease the 1 oan!; t CJ cornmu.- 

n i  t ies  a1 reacly served. Secorrd, a:; t h o  conrciruni t i e5 narwr t i z i . ~  

t h e i r  loan.; f rocn t h e  Revolv inq Cr-cidi t Fund, F I N C A  can veeyclc? 

ttrese f urrcls t o  make mare l oans. Thi r d  , t h e  i r ~ d i  v i  clual commurr-- 

i t y  can expand the s i z e  o,f i t . s  FRC by o b t a i n i n g  i tr~c~ther- l o a n  

f rom FTNCA a f t e r  t hey  have c o m p l e t ~ ! l y  r e p a i d  t h e  p r i o r  loan. 

Thus, accord ing t o  t h e  b a s i c  proclram, a community would r e p ~ t y  

its l o a n  a f t e r  .four years and would  then be e l e y i b l e  t o  re-. 

c e i v e  arrather- l oan  o f  a  s i m i l a r  amount ( i n  r e a l  t.evms) whicl\ 

would d o u b l e  t h e  s i z e  of  t h e  FRC. 

The program has sunti admirable qua1 i t i e s .  The muzit s a l  i  -- 

e r r t  i s  the f e a t u r e  o f  product  i ndexa t ion  t c :  p r o t e c t  t h e  r e a l  

values of  FINCR's Revo lv ing  C r e d i t  Fund and t h e  FRCs i n  t imes 

of  i n f  1.atiort. Yet, when the  c r e d i t  program i s  judqrd aoair1s.k 

the c r i t e r i o n  of a  viab1.e s e l f - s u s t a i n i n p  f i n a n c j . a l  i n s t i t u -  

t i o n ,  t h e  c a p i t a l  i z a t i o n  f e a t u r e s  appear t o  have some se r ious  

de fec ts .  These ar-e p r e s e n t e d  i n  t h e  f o l l a w i r i g  two s e c t i o n  on 

the  Revolv ing Ckedi t Fund and t.he F'RC. 

li. 



t ' ,?FJ!x . fv'l Y?!-Y! !!(I ..., (.'':!;! ;!id-.!;--.!=:!:!!-!!!. 

T t r i t i  .C.crricJ i u  o!r l . l i re ly clcpcmclcmt on e,ttc!rrral f u r ~ c l ~ r ~ c l  ~ t s  a 

source o,t: c~l:i.\tjl  i olr inq and incr-easiincl i 1:s cap i  t a l  i ;:atiuri. 

t i r e  i 5, no p r a v i  ri iori +nr c a p i t a l  i x a t i o n  w i  t t r i n  t h e  ~iyst.wrr. 

fur- e?:atnl:)l(-., tl-ler-c is no r e a l  i n t e r e s t  r a t e  p a i d  t o  FZNCA by 

t t re  commurri t i e s  ttra.1: w i  11 r a i  5e t h e  r e a l  va lue  o f  t h e  fund. 

Morechver-, i t :  i.5 alcrrost c e r t a i n  t h a t  even under t h e  bes t  c i r -  

cumst arrre.;, t h e  Fund w i  1  1 ex per i ence some losses  due t o  def a- 

u l t  on loans. Therefore,  e x t e r n a l  fund ing  w i l l  be needed t o  

nrairrtain t h e  Fund's r e a l  value. It is c l e a r  t h a t  F I N C A  w i l l  

be conk i n u a l  1 ;! depc?nden.t upon e x t e r n a l  f ctndi r ~ q  t o  ei t h e r  mc1i n- 

t a i n  or. i nc rease  t t ~ r .  s i z e  of  t h e  Revolv ing Ct-edi t Fi.rncl. 

Ther-e a r e  other- reasons t o  expect decapi t a l  i zat i on af 

t h e  Revalv inq C r e d i t  Fund. F i r s t ,  a l though t h e  produc1:-index- 

a t i o n  system i s  desigc?ecl t o  p r o t e c t  t he  fcrnd against: t h e  e f  -. 

Sects  uf i n f  l a t i o n ,  i t  is p o s s i b l e  that. t h e  r a t e  o f  i r r f l a t i c t n  

w i l l  be h ighe r  than t h e  r a t e  o f  increase , i n  t h e  p r i c e  o.f thr? 

indexed product  over t h e  p e r i o d  o f  t h e  loan. I f  t h i s  i s  t h e  

case,, then decapi t a l  i z a t i o n  o f  t h e  Fund w i l l  occur.  

Second, t h e  manner i n  which FINCA markets i t s  amrnorti- 

z a t i a n  payrcwrrts i s  s u b j e c t  t o  a  l o s s  i n  r e a l  value. Far exam- 

p l e ,  if. >.he product  rece ived  by FINCh from t h e  commurrit i p s  is 

law q u a l i t y  i t s  p r i c e  w i l l  be low. Mnreover, FINCA employs the  

pt-oceecJc.~r.e o f  ~ ; u b r ; t r a c t i n g  t h e  mat-keting costs  i t - o m  the FINCA 

atnort iza. t ion.  Th is  d i r e c t l y  leads  to a s l i q h t  decapi t a l i r a -  

t . iun.  F in t i , . l y ,  bec: i \use  t h e  r e g i o n a l  s ~ r p e r v i ~ i a r  i s  g iven  inde- 

pendent ci?n.Lrol over t h e  marketing o f  t h i  r3 pr-~dcrct  , t . . l ?~ re  15 



room fur  i t - r e c ~ c r l a r i t i e s  t h a t  w i l l  lead t o  decap i ta l i zc? t i on .  

Such i r r e g u l a r i t i e s  rniqht i n c l u d e  t h e  superv isor  s e l l  i n q  t h e  

product  at. L+ th iqhw p r i c e  thun t ~ e  r e p o r t s  and pocket inq  t l ~ c ,  

d i  .f f ererict:?. 

Th i rd ,  t.t~c?re i s  the p o s s i b i l i t y  of an intrusion o f  opcr.a-- 

t i r i g  costs i n  t h e  FINCA Fund, i f  F I N C A  is n o t  succesfcrl i n  

o t ~ t a i n i n g  ~ ; ~ ! f f i c i e n t  donat ions t o  cover these cos ts .  Th is ,  of  

course, wauld d i r e c t l y  l e a d  t o  d e c a p i t a l i z a t i o n .  

EU-'23 

The o n l y  mo t i ve  t h e  ccmmuni t y  w i  1.1 have t.o ma in ta in  an 

FRC throuqh c a p i t a l i z a t i o n ,  i s  i f  t h e  cammunity---a c o l l e c t i v e  

group o f  i t s  i n d i  v i  dual  membe~-5--envi s i  c m s  t h a t  t h e  FRC i s  i n  

i t s  bes t  i n t e r e s t s .  E s s e n t i a l l y ,  t h i s  i s  a cost-bcncf i t ca lcu-  

l a t i o n  t h a t  has t o  be ~trrdertal::en by every member and then 

c o l l e c t i v i z e d  t o  t h e  cocrrrnuni t y  l e v e l .  I n  t h i s  con tex t ,  t h e  

firember's b e n ~ f  i t s j  a re  those de r i ved  d i r e c t l y  f rom access t o  

c r e d i t ,  or- i n d i r e c t l y ,  t o  them f rom commcmal p r o j e c t s .  Fram 

the member's p e r s p e c t i v e  t h e  c o s t s  are t h e  i m p l i c i t  i n t e r e s t  

c o s t s  i n  borrowing.  t r a n s a c t i o n  c o s t s  i n  borrowing and repay- 
. . 

i n g  t h e  loans, t h e  o p p o r t u n i t y  c o s t s  of hav ing p laced money 

i n  t h e  FRC and t h e  r i s k  cos t  of having a c r e d i t  conrrnittee 

manage thc. fund. 

Whatever t h e  i n i t i a l  pe rcep t ion  o f  t h e  rost-benef i t  t-a- 

t i o ,  i t  would be expected t h a t  most cocnrnunities would be w i l l -  

jr ig t o  c;igrr up t o  p a r t i c i p a t e  i n  t . t~e  program and r e c e i v e  t he  

loan  f rotn F'INCA, bc?caur;r. it o f f e r s  them an easy acce.;.;. t o  



c r e d i t .  Some corr~r~tcrr~ities, from the beginning, may errv is ion 

s t r ong  balance of  berref i t s  and procede w i t h  cn thus i  asm. Others 

may env is ion  a r ieqat ive balance, t ~ u t  s t i l l  aqree t o  p a r t i c i -  

pa te  i n  t h e  proqranr i n  order- t o  have access t o  the  - f i r s t  year 

o f  c r e d i t .  A t  t he  end o f  t h e  year, i f  t h e i r  negat ive  expec ta -  

t i o n s  are  r e a l i z e d  they  w i l l  e i ther-  pay FINCA t he  e n t i r e  l o a n  

and withdraw -Frorri t h e  program o r  they w i l l  dec ide n o t  t o  repay 

t!,e loan, and, thus, e f f e c t i v e l y  te rm ina te  t he  proqram. I t  

w u u l  d  be expected t h a t  most cornrnuni t i e s  w i  11 be urldeci ded 

abot.tt t he  cost /benef  i t  balance a t  t h e  ou tse t ,  bu t  w i  11 agree 

t o  p a r t i c i p a t e  i n  tt:re program and experiment t o  sce hor~  thincjs 
- 

t u r n  ou t  be fo re  dec id ing  t o  cont inue o r  withdraw. 

There a re  number o f  f a c t o r s  t h a t  would sugsest t h a t  a f t e r  

e::pc.rf c,;.ntinc; ;.ri tl.1 t h e  prngranr t h a t  many comrnur,i t i e s  cri 11 n c t  

f i n d  t he  FHC des i rab le .  

1. The s i z e  o f  t h e  loan  per member i s  ve ry  smal l  cornpared 

t o  t h e  cos ts ,  hence, members w i l l  no t  see t h i s  as a 

p re fe r r ed  source o f  c r e d i t .  Th is  w i l l  be espec ia l  l v  

t he  case i f  t he re  are  o ther  sources of c r e d i t  a v a i l -  

ab le  t o  the community members. 

The d i f f i c u l t i e s  t h a t  .members of a  cornrnunity w i l l  

1  i l::el y  have i n  wet-ki ng toqether  i n  a harmoni ous (Iran-- 

ner over- severa l  years w i t h  respect  to :  a )  t he  desi- 

c i  ons about whettber t o  have commur~al o r  i n d i  v i  dual 

loans. b )  r e s p o n s i b i l i t i e s  f o r  j o i n t  l i a b i l i t y  i n  

amort i  z a t i  c.)n and capi t a l  i z a t i  on requ i  recnents, and 



' C )  t he  manaqecnent o f  t h e  'fund, i r ~ c l u d i r l q   market^ ny of 

products.  

3. The loans a r e  o f  equal s i ze ,  but t h e  c r e d i t  needs of 

d i f f e r e n t  members cart be expected t o  vary  cor1sidcr.- 

ab ly .  Theref ore, t h e r e  m a y  be disagreement about the  

s i z e  of t h e  loans  and d i s t r i b u t i o n s  o f  FRC funds amonq 

members. 

4. The  problems t h a t  members w i l l  have i n  meeting repay-- 

ment and c a p i t a l  i z a t i o n  requirements i n  t imes when 

member incomes a r e  low, such 35 i n  a year o f  a bad 

harves t .  

The l a c k  o f  a d i r e c t  r e t u r n  t o  a member f u r  having 

p laced h i s  money t o  c a p i t a l i z e  t h e  FHC. Under these 

circumskances, t h e  member might we1 1 p r e f e r  save i r~ 

another form where he can g e t  a p o s i t i v e  r a t e  o f  r e -  

t u r n  on h i s  investment. L i q u i d i t y  may a l s o  be a f a c t -  

or.  The member may p r e f e r  t o  I- iave,his c a p i t a l  i n  an 

investment which has c h a r a c t e r i s t i c s  p rov i d i nq  him 

qu icke r  access t o  1 i qc r id i  t y .  

. . 
I f  t h e  cornmuni t y  i s  n o t  convinced t h a t  i t  i s  t o  h i s  ad- 

vantage tu  p a r t i c i p a t e  i n  t h e  FRC then, a t  bes t ,  he w i l l  r-epay 

the amount due t o  a r ~ m r t i z e  t h e  loan ( a t  worst hc wont even do 

that) but n o t  c a p i t a l i z e  the  FRC. Under these circumskances 

t h e  FRC w i l l  no t  be c a p i t a l i z e d .  



S&r_nmar y 

The c a p i t a l i z a t i o n  process appear.; t o  be v e r y  f r a y i ' l c  

and uncer ta in .  There a rc  b u i l t  i n  t h e  program design and 1ar:l.. 

of  i n cen t i ves  t o  make t h e  program func t i on  as desiqrred. Whi lc! 

it i s  almost c e r t a i n  t h a t  l a r g e  members o f  communities w i l l  

be w i l l i n g  t o  s i g n  up f a r  t h e  program i f  they a re  offet-c!d 

easy c r e d i t ?  i t  i s  much l e s s  1 i k e l y  t h a t  many o f  t he  cotnmcrni- 

t i c s  w i l l  per form accord ing t o  t h e  p lan,  i . e .  c a p i t a l i z e  tibe 

FRC and con t inue  i n  the program a f t e r  the  f i r s t  year. Indeed,. 

because o f  t h e  l a c k  of  i ncen t i ves ,  af  tet- each succeeding ye'ar 

more a t t r i t i u n  can be expected. Therefore, t he  program ccm 

expect probl.erns i n  succesfu l  l y  es tab l  ish i r rg  ( cap i , t a l  iz i r lc l )  

FRCs over t h e  long  run a t  t h e  coinmunity l e v e l .  

These a r e  a l s o  obvious reasons as t o  why t he  FlNCA Rkvol- -  

v i ng  C red i t  Fcrnd w i  11 exper ience decap i t s l  i z a t i o n  and be pr-er,- 

sed c o n t i n u a l l y  t o  ob ta i n  a d d i t i o n a l  ex terna l  fund ing  t o  main-- 

t a i n  i t s  fund. These reasons a re  del inquency ( r e s u l t i n g  .Fro1!1 

t h e  member behavior  , problems w i t h  t he  indexat ion  rnechanis~t~, 

problems i n  t t i c  market ing process, and poss ib le  incrusiorr  of  
- .  .. . 

t h e  Fcrnd by a d m i n i s t r a t i v e  cos ts .  

l&m Rep-ayfp~ntand Del\ir\q~rency 

FINCn faces a se r ious  d e l  inquency problrcn. A s  shown i n '  

Table I V . l ,  33.6 percent of  t h e  conrmunitic.~ t h a t  had 1~a1.15, 

w j  l r h  nmtur i  t y  dates priut: J u l y  1 , 1985, were i n  a r rears .  I.lo5.i 

o.f khesc had no t   mad^ arry paytrrcwrt .to FII\.lCf4. Note i t  wa5 d i  f .- 



TABLE IV.1 
FINCA's DELINQUENT LOGHS AS A PEPCENTA6E OF LOAHS FOR WHICH 

PBYHENT WAS DUE AS OF JUNE 30, 1935 
!Loan tleasured by Un i t s  o f  Products Lent) 

REPAYtiENT SCHEDULED I N  A R R E f l R S  PERCENT 
THROUGH JUNE 30, 1905 DELIIINENT ---------------.---------------------------------------------------------------------------------- 
No. of U n i t s  of Product No. o f  U n i t s  o f  No. o f  U n i t s  o f  

Product Corrun. P r o q r m e d  f o r  ' Comrun, Product Cotrun. Product 
Repayrent 

Potatoes 189 
Corn 11 
Barley 1 
Wheat 4 
Quinoa 4 
Horse beans 3 
S ~ e e t  potatoes 2 
Onions 14 
Carro ts  3 
Lerons 1 
Oranges 1 
Fears 9 
Appl es 2 
Feanu t s  1 
Sheep 5 
Wool 6 ------ 

256 -------- ------ 

5,840.1 qq, 124 
245.7 qq. 9 
37.5 qq, ' 1 
49.P qq, 4 
31.6 qq, 4 
77.8 qq. 0 
55.0 qq. 0 

259.1 qq. 1 
157.5 qq. 0 
26.4 qq, 0 

7,500.0 u n i t  1 
119,200.0 u n i t  0 

8,925.0 u n i t  2 
11.0 qq. 1 

104.0 Head 3 
458.0 Pound 0 -------- 

150 -------- -------- 

3982.9 qq. 
200,2 qq. 
37.5 qq. 
49.8 qq. 
31.6 gq. 

0 
n 

72 qq* 
0 
0 

7500 u n i t  
0 

8925 u n i t  
11 qq- 
69 Head 

0 

SOURCE: ku thors '  Ca l cu la t i on  based on F I N C A  records 



f i c t t l  t. t ,o est.itnate thc. t a t a l  va1.u~ of the  p o r t a f o l  i o  irs  ar-- 

r e a r s  dt-tr. to ttrc f a c t  t h a t  t h e  va lue  o f  the  loan i s  based on 

f 1 uctcrst i  ng pr-ices o f  t h e  irlclmed product. Theref ore ,  t h e  

data  are  measwed i n  terms of u n i t s  o? product  l e n t .  This  

t a b l e  show the  deqree of de l  inqcrency by indexed pruclcrct. For- 

example?. 0.f t h ~  1.89 loans  which had potatoes as t he  indexcxl 

product: and h;\d pdyments clue b y  June 30, 1985, o r  be fore ,  1 2 4 1  

communities (63.6  percen t )  had n o t  amort ized t h e i r  loan on 

schedule as a+ Ju l y  30, 1985. The l i s t  aoes on, B1.5 percerlt 

o f  t h e  eleven communities r ~ i  t h  loans indexed t o  corn  and 1CK) 

percent  o f  t h e  t h i  r 'teen cocnm~mi t y  1 aaos i ndcxed t o  t ~ a r  1 ey , 

wheat ,  quinua, oranges, apples and peanuts were i n  a r rears .  

The twenty-tht-ee 1 oans made w i  t h  indexed products  o f  horse 

beans, pears,  c a r r o t s ,  1  cmons, sweet po tx toes  and wool were 

up t o  date. The del inquency r a t e s  by r ey i on  are  sjhucfn i n  Tab le  

I V .  2. 

P_a_r!g. Tab1.e I V . 3  pr-esents an aging d i s t r i b u t i o n  o f  the loans 

by indexed product.  O f  t h e  t o t a l  o f  168 de l  inqcsent loans, 5 6 . Q  

percent  were p a s t  due by up t o  30 days. Th is  might suggest 

t h a t  loan repayment cou ld  be expected i n  the near qutctre. The-! 

pas t  r cxo rd ,  I.iixrever-, does n o t  show t h i s  t o  be t he  case. O f  

the loans wi. t P r  inatur i  t y  dates beqinning as e a r l y  as January, 

when t h e  first l oans  matured, the  ur i ly  communities t h a t  r epa id  

were irhose f - e r g  that:  r e ~ ~ a i d  on t ime or  i n  advance. 



TABLE IV.2 

FlNCAS's DELINQUENT LOANS AS A PERCENTGEE OF LOANS FOR WHICH 
FAYHEHI MAS DUE AS OF JUNE 30, 1905 FOR THE S I I  REGIONS 

(Loans tteasures by Un i t s  o f  Froduct Lent)  

LA PAZ-ORURO .NORTH. LA PbZ NORTH. FOTOSl SOUTH. POTOSI CHUQUIS-TARIJA CDCHABAMOA 
--------------------------------------------------------..----------------------------------------------------- 

PRODUCT No. Cora Un i t s  No. Cora Un i t s  No. Coar Un i t s  Ho. Coma U n i t s  No. Cora Un i t s  No. Cor: Unl t s 
----"--------------------------------------------"-------..----.------------------------------------------------ 

Potatoes 
Corn 
Bar ley 
Uheat 
Quinoa 
Horse beans 
Sneet pota toes 
Onions 
Car ro ts  
Lemons 
Pears 
Apples 
Peanuts 
Shwp 
Wool 

SOURCE: I luthors '  Ca l cu la t i  an based on FINCk records 



TABLE I V .  3 

AG I NG OF F I NCA ' S DELI FIWUEI\IT PCJRTFOL I0 

SOURCE: Authurs' ' c a l c ~ ~ l a t i o n  based on FINCR records  



@l,vj!!tce F'aymc:c?c;. 1l~ccl.r pr.onroti or\ I.bas bcen made by F I IJCR a : t l . r ~ . ) ~ . ~  t 

t t . 1 ~  cornrnr.wti i-.i es t h a t  a r e  pay'incl i n  advar,~ce of the 1 oarr arrlol, l i -- 

z a t i o n  date .  A 5  showrr i n  Tab le  I V . 4 ,  of those commitni t i  cBs  t l ~ i ( l .  

made a m o r t i z a t i o n  paynwnts, 72. h pe rcen t  made t h e i r  payrric-.rr t.:, 

i r l  advance. Of tho t o t a l  number. making arnort i z a t i  or1 payrnclrrl., - 

52.8 pe rcen t  r e p a i d  t h e i r  l oans  i n  f u l l .  

Imp1 j cat ior lz i  f o r  C ~ y i  .tab i z a t i o n .  The major- d e l  irrqctency p r a h l  ram -- -.- - - - 

w i t h  FINCA's l oans  t o  t h e  comnurti t i c s  s e r i o u s l y  t h r e a t e n s  1 0  

5ic:~ni. f  i cant .1  y dccapi  t a l  i z e  t h e  Rev01 v i n g  C r e d i t  Fund. T11t.a 

f a c t  t h a t  a m a j o r i t y  w-f conlmunit ies have n o t  r e p a i d  on sclte-- 

dccl t? suggesks t h a t  c : a l p i  t a l  i z a t i o r ~  i s  n o t  o c r u r i n g  a.L t h e  corn- 

mi.rr\i ,ty FRC I. eve1 e i  t l ~ e r - .  I n  t hese  cases where t h e  corntncrrr 1 - -  

t i  CFS wi 11 undoubted1 y leave t h e  program s i n c e  t.ttey probahl  v 

d i d  n o t  c a p i t a l  ize t. l ' jeit- FRCs. Ott lers,  d i d  c a p i t a l i z e  arid i t t  c. 

u s i  17q .the f u l  I. payrvwr~k as a means to o b t a i n  anot.le\er FIEI(.:(i 

loan.  The  f a c t  t h a t  marry o f  t h e  commr.tni'tie~, wlio d i d  t-epicy 

e a r l  y i n d i  catcs t h a t  1:he~c curnrn~rni t i . es  saw i t t o  .thc+i t- ddvLt!r- 

taqe  . to do so by 1prt.t-.i.ng metnbet- i n t e r e p t  costs. 

t i m ~ ,  as rrreir~urecl b y  t h e  La Par  Consumer F ' t - i  c e  Index. Ihc 

r-ust.rlts a r e  pr-esented i n  Fiqur-c? I V .  1 and T a b l e  10.5. Over- t h e  



Advance a m u r t  i z at i ons 72.6% 
as per-can(: of tokal 
----.----.--.---.-.-.-- - ----- - ---- -- ------- - ------ - .--- ----.------ 

SnUf  CE: A~tth~r-~j ' cal cul a k i  o r ~  based an F I N C A  recot-ds 





SCJLJHLE: fi~..cthot- ' s cal  cc t l  a.l: i r:) l , \ \ j  based c m  
:I l\ll-: ar rc i  I.il:\CN r,ec:r:w cis. 



p r i c e  of pot :atocs i n  mid 1984 was q u i t e  high. I n  con.t:rast, b y  

mid ICr'85, w t i ~ ? r t  t h e r e  w a s  a good harves t ,  the  p r - i ce  o,f po ta toes  

w a s  yuj. t e  1  ow. Undw morv normal 'mat- l::et c:ondi t i  orls, t h e  r i st? 

i n  the p r i c e  nf- potrat.oe.; probably  would have been h i r ~ h e r - .  ' 

There i s  , Iwwever , an i nhet-ant p rob l  e m  i n program desi  qr I. 
The arnor- t i ra t ion dates may have been se t  ,Lou e a r l y .  I t  i s  

common prac t j .  ce among f ar-rners t o  h o l d  many of  the i r -  potatoes 

after- l i a rves t  t:u s e l l  them a t  a l a t e r  date? when p r i c u s  ar-c 

moue f avo)-able. T h i s  i s  r e a d i  1  y dorle because of t h e  favor i t t ) l  t:? 

staracjc qua1 i. t i es o f  potatoes. Ther-cf ore,  it. would per-hap'; be 

b e t t e r  f o r  t t \ e  l oan  terms t o  b e  es tab l i shed  such t h a t  tltc 

repayment d a t e  r ~ o ~ \ l d  he severa l  months a f t e r  harves t .  I n  this 

manner-, t h e r e  waul d 1 i I::t?l y be 1  ess d e c a p i  t a l  i z a t  i or) due t o  

the p r i c e  indc:!;:ation 5 ~ ! 5 t c \ 7 i .  



11-rde:.:atian. - - - . -.-, - - - - - . . . .. . . . - . - A s  showr-I I , ,  T a b l e  I V .  h ,  50. 1 p e r c e n t  of t l ~ r *  

n i t y  nrenrh~t-5 i n  t.1.1c-l progt'anr stated they favcst-ed r .epav l !  

F f C  i n  t h e  indc:,:cd prodcrct. T h i s  scrcjgests t h a t  this f l S  

of the pt-oqracn has g a i n e d  u n l  y p a r t i  a1 acceptance. 



PIEMEERS fiCCEl:'TC1bII:E 
IN K I N D  El' INDEXED 

EST I PIRTED PERCENT 
OF MEMISF'RS IJITtI 

PERCEF'T I C7N 

O F  P A Y  I I\LG FRC 
PrnDUCT 

Plrrnber-.-; Favor i. nq payinq 
in i rrde:.:rr! p roduc t  



bll-rerl clctesti unctd about t h e i r  ' pe rcept ion  o f  t h e  si ;:e af 

t l ~ e  aarmor-tization payment, arb ast imated 53.8 percent  ttlauqht 

i t  t o  bc aclccuate,  antrf o the r  45.0 percent cons idered i t  c ; :ce-  

s i v e  (see T a b l e  I V . 7 ) .  ~ h 6  l a t t e r  i s  i n d i c a t i v e  o f  the  r.c! la-  

t i v e l  y  I-riqli i r ~ t e r e s t  r a t e  t h a t  members pay i n  t h i  5 proqram 

r-el  a t i  ve t o  oktier i n s t i  t u t i  anal sources o f  c r e d i  t (see Chapter' 

V dif;ccrs.;ion on i n t e r - e s t  r a t e s )  . 

UrlcJcrr,tar~di r a  o f  FRG. Members were - - ------- ----- 

~ P I - s t a r ~ d i  r ~ q  o f  hot< the community 

t l re  FRC. 4s shown i n  Table I V . 8 ,  

shown t o  have a  bas ic  1.m- 

could inc rease t h e  s i  zc. uf 

an est imated 77.2 pevctwt- 

c o r r e c t l y  j. d c n t i  f i  ed that: Lhe va lue  o f  the FRC would i rtcrcic.;c* 

were t h e  car~lrnuni t y  t r ~  o b t a i n  another- loan, another 62.4  perq- 

cen t  cc r r t . c t . l y  s t a t e d  t h a t  t h e  FRC would inc rease i f  the  pr i c c a  

a+ %he i ride:.: ecl prodcr i t  rose  f a s t e r  than i n f  1  at i on and 53. '3 

pet-cent s a i d  t h e  FRC wo~ t ld  r i s e  if t h e  members wo~rlcl crtal..e 

ccmtr - ibut io1.1~.  A s  a check, members were asked i C. t h e  FRC w o u l d  

i nc rease i - f  nrcmbers d i d  no t  repay . loans, on1 y 10.5 percent: 

responded i ncov-r-ect l y t o  t h i s  quest ion.  

I r r  a r e l a t e d  ques t i on  (Table I V . 9 )  an est imated 69.8 

pcrccnl: of  t.he popcr lat i  an c o r r e c t l y  i d c n t i f  i e d  t h e  r.el,: it ian-- 

s h i p  betwc+c._.r~ r i s i n g  t h e  p r i c e  o f the  indexed proclt..~+ * artd t.ltf? 

va lue .  o f  t 1 . r ~  IZRC wirer1 asked what would happen t u  1 R(1 t41eri 

t l i c  p r i c e  f e l  1  an es1:i rnatcd 50. €3 c o r r e c t l y  i c l c ~ ~ ,  .: 4 ic?d t i re 

ocr tcorne.  

The ci:mcl u s i o n  t h a t  CL,,I be clt-awl f r a m  t h e  rc5por1:ics i s 

.kt rdl: a  s u l  i d major i Cy a  f ,the rnernbers I-r;.~ve a corer-ect urrtleu-a- 
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TRGLE I V . 7  

COl.1111JN I TY IIEMEERS PEHCEPT ION O F  S I ZE 
OF AMPIORT I ZAT I ON FfiYMENT 

L i t t l e  1.2 0 . 0(:)0 1 1.50 

SOURCE: Member-s ' survey .  



TABLE I V . 8  

COI.lbll.lt\l I TY MENBERS UNI)ERSTAND I bIG OF 
t1ClbJ TO I IJCAEASE S I Z E  OF FRC 

I%mbtl.r-s M a k e  c o n t r i b u t i o n  53.9 0 . (:I j. I:) 1 , 11.7C) 

P r i c e  il-ldexed p r a d u c t  
increases fas te r -  than 
i n f l a t i o n  



COMI-ILIN I T Y  MEirIC{EHS CIbIDERSTAND IPfG O F  F;ELRT IO1\1 
EETWEEN t-'F; I CE OF INDEXED PRODLJCT AND 

bIOPIEY VRL-LIE O F  FRC 

1.f price o f  product v - i s ~ s  
t h e  va1i.w of FRC r i  f;es 

I f  price of p r i ~ d ~ t c t :  .Fa1 1 s 
t h e  value 0.l: FRC fa1 I s 

-- ----- ---------.- ----------.--.------------------------------------.--.-- - -. -. .----- 

SOIJRCE : Plemher s ' survey . 



tarrdinq c1.f t i re pr' i  r ~ c i p a l  + a c t o r s  tt.~i.+t. d i r e c t l y  c-'{use t.tlr! f-Fit: 

~ ~ ~ - ~ ~ ~ ~ - r _ y _ ~ , ~ < ~ c ~ r - ~ t  r i b.rAcrfis_t_--c~. A s  slrorrn i rr T ctb 1 t. I V. 1 ( : I  , or) l y 

arb estin~ai.c.d 33.5 pet-cent of t h e  nlenibers ewprc.r,sed a wi 1 1 i C J -  

ncss  t o  mL:e vulccnLar-y c o n t r i b u t i o n s  t o  FRC, evcrr i f  t h e  corn-.. 

muni t y  tlecicled t o  do 50. T h i s  suyqest Chat t h e  menlsers do n o t  

see i t  t o  .t.heir b e ~ ~ c f  i t . to make volurrtary cont r ibu t r ions  o i  ven 

t t i c  cur t -er~t  strcrc t.1.r~-e af  t he  FFIC. 

I k l  -. .----- i nquerrcy m c i  Rep:~v!_~r~en t . It was hypothesi zed t h a t  repayment 

o f  the  ].oar~ might  cause a serinur, bar-dship on the member ' 5  

.Fami ly, arrcl, thus,  c o n t r i b u t e  t o  delinquency. This ,  howevc+r, 

does n o t  appear t o  be the  case f o r  the  ma jo r i t y .  A s  showr) i n  

Tablc  I V . 1 1 ,  ' < , t i  mated 22.2 p w c c n t  of t h e  a~n ibe rs  t-e.jpa~rcl- 

~ ! d  t h a t  repaymenlr w ~ 3 5  a ser-loccs hardship on t h e  Canii 1  y drid an 

est imated 55.7 percent  s a i d  i t  was not. The conc lus ion  is  

t h a t  4 - ~ i l e  the size; .  u,f  t he  loan r-epaynrent was a hardship for- 

about arie-+ i f t h  or ,  one--f our t h o-f t h e  popul at. i on, i t was rrot 

-for t h e  rest: o f  .the papu la t iun .  Tkerefar-e, i-l: makes o ~ l l y  a 

r e l a t i v e 1  y m i  nor  ccmtt- i  but iorr  t o  de l  ir~quency. 

The proqram daes not d i r e c t l y  address t l ~ c  cluestior.~ oF 

t h e  j o i n t  I. i a b i  1 i t.y of t h e  members f o r  luan repayment. Howev- 

er-, t h i s  concept i s  i m p l i c t ,  because i f  sori~e niernbcr-s don 't 

repay t h e i t .  l oans  form t h e  FF;C; !\b:m . t h ~  FRC wott1.d n o t  br: capi  - 

tal.  i. zed nut- war-cl d F: I I X A  ' s 1 oat-I be amot- t i  zed at the? ~ ~ - U ~ I - ~ - ? I I I ~ I I C ? ~  

1  c?vc.l 5.  l h e r  ~ ! f  a re ,  .LI.ir? quest i ori was aslred to .l..l.\o rnembw- s if: 
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CQI'IPIUN I TY PIEMHERS PERCEPT I O N  OF' 11. I TY 
TO HEF'AY FRC W I TI iC' 11' CAllS I NO F'F\'Ot~LEPIS 

FOH THE F R t I I L Y  

EST I IWI'TED PERCENT % i 1 A f i ' i  I N [)I' ['.V:t?l)R 
CAUSED FROl3LEMS O F  PlEPlECRS blI1-H A'I' 5'2% COEII: I I j t S I K E .  

PEt-iCEF'TlON VAR I ONCE I..EVt I- 
-------------------------------------------- . -  -_.--_-- .... __- __..__. ... 

YES 22.2 0.0072 16. 70 

SOURCE: Members ' sur-vey . 



TAHLE I V .  12 

W ILL. I NGNESS O F  COMMLII\I I T Y  MEMBERS TO 
tlELF' P A Y  FRC FOR OTHER MEMkERS 

DELINQUENCY: PERCENT RESPONDING "YES" 

ESTIMATED PERCENT % MfiRGIN O F  ERROR 
OF MEMBERS 1dTTH AT 95% CONFIDENCE 

PERCEPTION VAR I ANCE LEVEL 

SOURCE: Members ' survey. 



they  wou;d accept the  responsi b j  1 i t y  fo r  making repaymerits 

f o r  a member who was de l  i nquent. An estimated 46.1 percent 

responded t h a t  they wcjuld do so. T h i s  suqqests t h a t  the  con- 

cept  o f  j o i n t  l i a b i l i t y  is on ly  mid ly  accepted among the  m e w  

bership.  Furthermore, t h i s  was on ly  a hypothet ica l  s i t u a t i o n .  

I b  i t  had a c t u a l l y  occurred, t h e  w i l l ingness t o  cover for- 

o the r  m~mbers might we1 1  have been less. 

The cu r ren t  design o f  t h e  program has important  f l aws  

t h a t  se r i aus l  y  th rea ten  t h e  capi t a l i z a t i m  o f  t h e  prcgratn a t  

bo th  the l e v e l  o f  FTNC4 and ' the FRCs. Plt t h e  l e v e l  o f  F I N C A  

t h e  reasons a r e  t h ree  f o l d :  a) t he re  i s  MI p r o v i s i o n  f o r  i n t e -  

r e s t  earnings on i t s  l o a r ~ e  t o  itte FRCcj tha t  wi;u:d allow FIP!C(\ 

t o  cover t he  expected. lasses due t o  delinquency and deafault, 

as we1 1 as opera t ions  expenses and have some l e f t  over t o  
- 

capi2.al ize t he  Revolving C red i t  Fund; b )  t h e r e  are  ~ O S S C S  form 

t h e  repayment r e f  lows due t o  t h e  s t ruc tu re  of t h e  marketinq 

system o f  . t he  FINCA amor t i za t ion  payments; and. c) t he re  a rc  

poss ib l e  losses due t o  the r e l a t i v e  increases o f  p r i ces '  of 

indexed products  and i n f l a t i o n .  I f  FINCIk i s  c a n t i n u a l l y  de- 

cap i t a l i zed ,  i t  w i l l  need t o  cont inue t o  depend upon ou ts ide  

sources o f  funding--grants and donations--to be ab le  t o  main- 

t a i n  i t s  e x i s t i n g  l e v e l  o f  a c t i v i t y .  

A t  t h e  l e v e l  o f  t h e  FRCs,  the  program design does no t  

p rov ide  appropiate i ncen t i ves  t o  want t o  cause the members t o  

c a p i t a l i t a  the FRC. The o n l y  incen t i ve  is t o  mainta in ~ C C C S S  
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t o  f u t u r e  crecli t and eventual 1 y (proqrammed over a f our-yatw 

per iod )  t o  lncrease t h e  s i z e  of c r e d i t  by inc reas ing  the size 

o f  t h e  FRC through add i t i ona l  loans from FINCA. Th is  incent  i v v  

does no t  appear t o  be s u f f i c i e n t  f o r  many members. The r c s u l  t 

i s  t h a t  t h e  FHCs are no t  capi t a l i r e d  even though the  comn~u- 

n i t y ' s  loans t o  F I N C A  are  repaid. 

A symptom of  t h i s  problem i s  t he  measured h i g h  d e l i n q u w ~ -  

cy ra te .  A l thoug i~ ,  i t  i s  poss ib le  t h a t  more communitic.s w i l l  

repay as t ime  passes t he re  are  ser ious  doubts abaut t h i s  w j  l- 

l ingness  t o  qenuinely  c a p i t a l i z e  t h e  FRCs. I f  t h i s  does n o t .  - 

occur,  t he  c e n t r a l  t h r u s t  o f  t h e  program's concept,. t h e  rstk--  

bl ishment of t h e  FRCs,  i s  degtroyed. 

Rec ornecdat i on-2 ' 

The program 5houl d be res t ruc tu red  along t h e  f 01 l oh inq  

l i n e s :  

1. Mainta in t h e  product indexat ion  system, bu t  recognize ttlat 

even w i t h  t h e  indexat ion  some decap i ta l  i z a t i o n  w i  11 

- 
occur due t o  d i f f e r e n t  r a t e s  o f  changes o f  t h e  p r i c e  of  

indexed products and i n f l a t i o n .  It i s  poss ib l e  t h a t  b y  

extending t h e  term o f  t h e  loan t o  a t ime when t h e  p r i c e  of 

t h e  indexed product i s  higher--say several  months a f t c r  

harvest--- t h a t  1,asses due t o  d e c a p i t a l i r a t i o n  on t h i s  ac-- 

count can be reduced. 

2. Have FINCR make e x p l i c i t  i n t e r e s t  charges an i t s  loans t o  
', 
8; g - t h e  FRCs t h a t  a re  .of s u f f i c i e n k  s i z e  t o  cover expected 
*& 
p,; 

?.,! a.  losses f r o m  del inquency and operat ions expenses. 
&p& 
g$ 
4~. - 6 8 

I 
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Create a f i n a n c i a l  incent ive  w i t h i n  the FRC t a  cause mem- 

bers t o  .want t o  cap i ta l i ze .  The m o s t  d i r e c t  way would be i.o 

o f f e r  i n t e r e s t  payments or div idends t o  the member. 

Es tab l i sh  a more e f f i c i e n t  and b e t t e r  con'troled system on 

the  superv isors '  marketing of t h e  FINCA ammorti=atian. 

The most d i r e c t  way would be f o r  the committee t o  repay 

F INCA i n  cash--at the  market value equivalent  of  the p r i c e  

o f  t h e  indexed product-- which could be r e c e i p t d  and, 

there fore ,  must match w i th  a bank deposit. This would a l so  

reduce FINCA's costs; by e l im ina t ing  the supervisor ' 5  t imc' 

and expense i n  marketing the product. 

Concentrate on loan repayment. FINCA apparent ly t r e a t s  

repayment a very " f l e x i b l e "  manner. This i s  an i nco r rec t  

approach f a r  any c r e d i t  program and has ser ious p o t e n t i a l  

consequences f o r  

FRC 1 eve1 . 
Careful  1 y screen 

program i n  these 

c a p i t a l i z a t i o n  a t  both the  F I N C A  and thc 

a l l  communities and d iscont inue t h e  c r e d i t  

communities t h a t  do not  have t h e  charac- 

t e r i s t i c s  appropiate t o  the program. 

Make FINCf4 a f i n a n c i a l l y  s e l f - s u f f i c i e n t  organ izat ion t h a t  

wil.1 not  need t o  r e l y  on outs ide grants, donat.ionrj and 

subsid ies t o  main ta in  i t s  l eve l  o f  a c t i v i t y .  



Y 

. In t roduct ion -.-. .-.- ---- 
A c r e d i t  d e l i v e r y  system (CDS) cons is ts  as? a l l  the a c t i v -  

i t i e s ,  proceedures and requirements, i nc lud ing  loan condi t i d -  

ns,terms and in teeres t  charqee, t h a t  the lender and the bor- 

rower must undertake i n  the  process af making or  obta in ing a 

luan, implementing i t  and co l l ec t i ng  or  repaying i t . The CDS 

thus involves,  f o r  t he  borrov~er and lender, the  t ransact ions 

cos t5  o f  time, documents and mater ia ls  i n  undertakirtq the  

d e l i v e r y  of c r e d i t .  For the borrower i t  a l so  invo lves t t ~ e  

f inanc ia1 cost  o f  borrowing. i .e,. , intere5.t  charger. A1 thouqli, 

bo th  t h e  lender and borrower are p a r t i c i p a n t s  i n  the  C L S ,  

t h e i r  respec t i ve  t.ransactions costs are l i k e l y  t a  be q u i t e  

t l i - f ferent .  Thus, i t ,  i s  important t o  study the CDS from t t ~ u  

aspect o.F both the lender and the borrower. 

This chapter analyzes the CDS from buth FI I \ ICA 's .  and t t ~ c !  

cornmuni ty/trrember 's perspectives. The p r i n c i p a l  c r - i  t e r i  01.1 i n 

t h e  eva luat ion i s  t h e  cos t  and e f f i c i ency  of t he  CDS $01- de l -  

i ve i r inq  a f i n a l  pruduct,  a f i n a n c i a l l y  v i a b l e  c r e d i t  system. . . 
( Attempts are  made t o  analyze how the system w i l l  i n f l uence  

1 onder and borrower behavior. The chapter is orqani zed as 

.fol lows. T t \ e  f i r s t  sec t i on  deals w i t h  i n t e r e s t  ra tes .  7he 

I. second examines the FINCCI CDS froin t h e  aspect of the  l e n d e r  
. , 

and t he  burrawer. Both of  these sect ions have subsections 

t h a t  descr ibe the design of '  the program. These a re  f o l l o w e d  

by suhsec t i onti t h a t  i d e n t i f y  strengths and weaknesses of t h e  
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desiqn. Each subcioction f i n i s h e s  a w i t h  empi r ica l  ev i  t h n c r  of 

t he5e st r e r ~ g t h s  and wcakrrssses. T h e  chapter conc 1 ucJe.i vci t t l  a 

ser-i  es o f  r-ecomcmdat i uns a f  h o w  t o  i rnprova t h e  CDS. 

I n te res t  Ra,krs  i n  the  ne5 i .n  of t h e  Proqr:g, ---.- -...-.-- -----.---. --.------.-..--. ,--... --- -.-----. 

TI-re pr-ogt-arn i sj pub1 i c i  zed and promotecl as no t  charg i  nq 

i n t e r e s t  r a t e s  t a  t h e  catnmuni ty .  Ht  the cotnrounity 1 eve1 , whon 
t h e  tnemhers repay t h e i r  l oans  the amount they repay is consicl--. 

e r e d  a5 going to r -ep lenish t he  FRC i n  the amount o f  t h e  o r i q -  

i r l a l  l o a n  p l u s  an atrtoctrr.l: t o  amort ize the community 's l oan t o  

FINCA, o r ,  a l . te t -na t ive ly ,  t o  c a p i t a l i z e  t h e  FHC. In terest :  

r a tes  a r e  n o t  nwntioned. 

Cr i t iqu ig -x i ,  the I n t e r e s t  Rate 

Nuthwi, thstandi  ny '  what i s sa id  about the program by FINC/-\, 

t h e r e  arc i m p l i c i t  nominal and r e a l  i n t e res t  rates charqed t o  

t h e  communities by FIPICA. I n  p rac t i ce ,  the  burden o f  payirtcl 

t h e  i n t e r e s t  char-ges i s  passed on t o  the members by t ho  cornrlri.t.- 

n i  t y .  

Flt  t h e  cornn~ctnity l e v e l  the. nominal r a t e  o f  i n t e r e s t  sho- 

u l d  bc considered a; f a l  lows. T h r  community r ece i ves  a loan 

t h a t  is t h e  ecluivalent o.(: a f i x e d  r~umber o f  u n i t s  of  t h e  in- 

dexed . p roduct  r n u l  t i  p l  i u d  by the current  p r i c e  o f  t h a t  p ro-  

duct.  For  e!:arnple, i f  t he  commurrity had 50 menrbeu-s and t hc: 

indexecl product: was t w o  clui n kales of  . potatoes f o r  whi ctt the! 



F T N C O  t u  o b t a i n  t h e  p r e s e n t  value of t l i c  i n i t i a l  i c ~ ~ a n ,  O,,. 

T h e  b u r d e n  o f  pay ing  t h e  i ntet-est , however-, i 5 .tr.arrsf et-cld. 

t o  by .the communi ty to i ts  members. Clhen t h e  m e t n b e l - s  ob t a i  1.1 ' a 

l oan  f t-om t h e  FRC a member rece ives  an ainocrnt o f  money dt?tret-.-- 

m i  nt.d by r n c r l t i  p l  y i  ng t h e  member 's ctni ts of t he  i n d e x e d  p r f ~ i l -  

u c t  b y  t h e i r  cur-rerrt p r i c e .  When ' t h e  l o a r ~  i s  repa j  d t he  cnc~r~be~r 

ntust r e p l e n i s l ~  t h e  FRC i n  t he  f u l l  atnour.t OF t h e  indexed pro - 

duc::t borrowed, p l  us p rwv i  dr. an addi t i orral one-f our t .h  uf t t r i  5 

arnouc?t to be used t o  arnar-tizc the  loan t o  FINCA,hid.h OF r.41icl.1 

a re  convertecl t o  nrorrey term5 by  t h e  p r i c e  r e c e i v e d  i n  tilt? 

sa l e  o f  the i ndewed product.  To c a l c u l a t e  t he  arrn~ml. nominal 

r a t e  of  i r r . terest  that t h e  member mr.rst p a y  f o r  t h e  use of  t h c  

money he r - e c i v e d  front t h e  FRC the f o l l aw ing  formctla i s  used :  

Whzr-c-?, A n  == XPa3 is t h e  nron~.tary va lue of t ire loarr i c t  Ct~e 



fi, = XF', ( 1  -I. y) i s  t he  mor,ctat-y va lue o f  the  l o a n  a!.. the 

t i n e  the loan is r - e p a i d ,  where X is t h e  same 

ri~trrrber unit.; of the indexed pt-.oduct t-t~at arcn 

r e p a i d  as were l e n t ,  F', is t h e  p r i c e  per 

cmi t af t h i s  product a t  the time t l ~ e  loan 

i s  repa id ,  and y i s  the  p c r t i o n  of X t h a t  

is p a i d  f u r -  amort izat ion.  

is .\the ncrinbrr o f  days the member had +:he io-  

an. 

t-eqet-s. t o  rnul t i  p l  i c a t i o n  of 100 (to c o r \ v ~ r t  

to by t h e  3b5 days i n  t h e  year-. 

I t  i s  c l e a r  $1-.urn t h e  fu r . rnu l a  t h a t  changes i n  any orlc (s f  

t h r e e  v a r i a b l e s  wj.13. titake r l a r g e r . : ,  ( a )  the g rea te r -  11, (h )  

the l e s s e r ,  n, oa- (.c:) t h e  more F',, exceeds Pa. ~f c o u r s r  t1ret.c-? 

a r e  many pet-mutat.:i ons uf these var i a b l  e.s t h a t  waul d ~~c;\ecl t o  

b e  consi  d w e d  a m  a1.1 j. n d i  v i  d u a l  b a s i  s .  Stated ar~other  wccy, t he  

p a i d  w i l l  tend to r i s e  if aitt iet- of. the following two t l i i r ~ y c ,  

: :at ion r.ises, clt. ( b )  if t t ~ e  p r i c e  cvf the indexed pt-ocluct a C  



te, I-lc~r.t~vc?r- , t h a t  , ~ l  tt10~rq1-1 tilt? i n t T ? r - ~ ' ~ ( .  r a t e  wi 1 1  bc! t r r  qhw-  

the 4 1 c 1 r  t.c.lr time, n ,  Clic. in terest  p a i d  w i  1 1  bc les.;. 

TCJ cc-+ l .c~t l  al:e t h e  r-eal t-ate of intaresl, r-, n o t l r i  r ~ t q  cnurr:b 

i s  r-ey~rjr-c.cl thact t o  c7dju~;t  the non~i r i a l  r a t e ,  r ' ,  Cot. t t l c ?  r a L c  

of i n + l  al.io17, p ,  t h a t  occw-ed over t h e  p e r i o d ,  n, of t h e  loan 

Thi s i s accompl i s (~c - .d  u s i  nu t h e  f 01.1 o r~ i  rrg f ot-cr~ul a: 

I f  t h e  t - e ~ l  r a t e  is n e g a t i v e  i t  i m p l i e s  d e r a p j . t a l i z o i ~ . o r l  of  

hot17 t h e  F'INCX R e v o l v i n g  C r e d i t  Fund and the FRCS. 

G~~~~!.~;~L444~~r~~~~_w_-f.~.~~.~~~~~~~~~~~_I'L.L.L.L..FI~(te_s_~~!~~In~c~~~u~~t:LL~fi~II.o~~-r~~444~~!eeii~ 

Impact on  F:ot-rob~er- Eehavi ur -.--- .-.-----..-..- ..--.. -- ----------.-.--.--- 

I rilzer e ! n t  R a t  e5 -.--.-.-..-.-. --..---- 

'The ar~rt~ral  r a t e  0.I: i ri tet-est p a i d  by .a comrcrurri t y cltenher 

f o r  a l o a n  wi 1 l depend u p u n  the maqni tudes a+ t h e  a b o v e  v a r i  -- 

a b l e ~ .  Because of: t h e  di$ferences i n  the magr1itutJc5 anlortrl 

carnmcrniki (25, the r a t e s  o f  interest bctcteerl camnrur'ri t i e s  wi 1 1  





I I I I~ I~  . , i c=tt . i  -. O I I ~ :  . -. .... .. f(-.)t- --- E:~J I -~~ - ( :~PJ~ .?~ -  . . - . . l - { i ~ : t ! , ~ ! \ ~ ~ , ~ ; ~ ~ ; ,  -. .. 

j i l , , , ~ , : , ,  , a  T h e  r~eqhl: I. vt? r ea 1 I' ate hat.; t - k ~ o  i m p o t  t. ;.tri t 

I I , : ~ . ~ : . . I I - I  i l l  i t  1 1  t h i ck .  1. l . le  p r i c e s  rc~lctrivt.!rl I'c.)t. 

1 :  I :  ~jr-oclctc:!::; s u l d  ,:jr-c-.? 1-101: s u f . F i c i ~ r i t l y  I - l i c l l l  t..o I::~:!c:'p. 



y c I .  i k '  51.1 own i n i"al.1 1. e I V , 4 , ,f or. .t h ur;c.? c: ilm - 

1 1 . 1  i t i = I I irra(:lr:? ~ r -  t: j, 2 k i  i pi?.ym~?n t.5 uri t: h ~ i .  r. I o ~ ~ t ~ ' - i  , 

72. 6 pr.rcvrrt. p a i d  r.br-j. ur' to .I..ht? sc:hc:Ic~lecl anw . t i  z x t l  or\ d r - ~ C 1 l ' ,  

rrratly a c c ~ ~ ~ ~ ~ ; i c l e r - a l _ ~ I . ( : . !  k i r c l c  i . 1 1  advat-rcc.. F r o m  t he  pc:!r-sl.~ccl.i.vcl o i  

t i l e  intet-~.:lr:;t cl.\r+t-q,-7'~;, if: i 5 t:.c3 t . h ~  t t ) c ) t - t - ~ ~ ~ t i v -  '5 c ? ~ l v c \ r ~ f : a ~ ~ t ~  i.(3 d m  

t. j. E-, , a .F ~ic-\:or- .. .- . wl~ic:l.i ha:; C I I . I C ~ O I - . ( ~ ~ ~ C ~ . Y  ~:(:)17t.rib~\t(:!d tc:, t t i i  5 ahsw--- 

ved b e h a v i o r .  T h i s  is due t o  t . h e  riF,.;e i n  the  pt-ice.; of 1 - t r c ?  





Percent. 0.l: tot: a 1 52.0 33.9 j. 8 ; 9 
.AJ 

I I.c:)ans i : \ o l ( :~~ . t i . zed  
...--__-__---..._..._-..-l--.-.-_--....-----. ------*----- -_------- - ------ ----------------.------ 
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SII)I.IRCE: Rr-rkhur-5 ' c a l  c u l  ati. 01-1 based on F Ib ICA records 





i t  I hc~cr 1:lrtr eocntnrmi. ty use5 the f uncls, except  t11,~t: thr? 

f crnds ;!I e t u  t r c r !  u s ~ d  i n  an eqal i (Car i  an manner, i . c. , ettct~ 

comnturr i t y  rnetnbet- qet:; a l o a n  o.f q u a 1  5i z e  and i s supposed 

t o  rep;+y t h e  pt- i rrci  p l  u m i  t h a t  1 oar1 t o  t h e  FFX each year artti 

a1 so mat::(-. a n  actror:t i z at i 0 1 1  payment: .tc3 FIIG? OF ar-te-f o w  t h  of: 

t he  p r i n c i p l e .  'Tlre conrrntrrlj. t i e s  cart dec ide r.rl~r.ttrer t u  ttse t i l e  

f LIIICIS .f 01' purpu!-eS o f  10ar. t~ to i n d i  v j  dual members , 1 aans t.u 

members to + i rtance cumrn~rnity pt-u j e c t s ,  or-. a con\t:)i rlat.iort of 

bath. FrII\ICA i,nq.joscs no t - e s t r i c t i o l ~ r ;  on t h e  use o.F bur-rorwcl 

monies hy the  j.ncliviclr.ra1. t~ut-ruwer'. 

'I'lhr? annual atnor-ti z a t i  cnrt cia s are detrersri ned i l l  i-t.-tvarlca 

bv t.hc cwmm~cnity artd FI I \ ICA at t h e  time of t h e  l u a n  is iwxJe 01- 

1 ater-,  when t 1 . 1 ~  camtn~rni t y  nlcnhc.?. .s l iave d e c i d e d  an t h e  u s e  o f  

F I N C A  i:uricl. Most t y p i c a l  1 y ,  they  are s c l ~ e d u l  ecl r . i  y h t  a f t e r  

t h e  I.rarve5.l: o f  illir. inde:.:r?d p r o d u c t .  





i z a t i o n ~  .fur ei\c.h FHC, . ( b )  a monttrly statcwcv~t  of  

accountzc~, and ( c ) '  a m o t - ~ t h l y  n a r r a t i v e  ri?y,or-t o f  

a c t i v i t i e s .  

7. To emp loy  , t r a i n ,  ' superv i se  and pay f i e l d  pt-c~rnot.o~-s. 

E.j. C? l d Frs!~mxr-s, 

'rhesc p w s o n s  a r e  t o  r e s i d e  i n  the reg ions  s e r v c d  and 

a re  ta come fr-am a peasant farming backyround. The d u t i e s  arc:  

1. To assist t h e  pt -e -FRC pronrotion i . 2  t h e  coma~cwi 

ties, by v i s i t i n g  .the cornmurii ty severa l  days pr-i o r  

t o  e s t a b l  i .;hi ng the FRC, p rov id ing  advanc:c i rrf or-ma- 

ti an to t h e  cornmurri ,ty about t h e  program, and errcow--- 

agi nq menrt3er.s t o  at tend.  t h e  f ortt icominq assenhl y 

mc-:et i ng c r i  .kt.\ tthe superv isor  . 
2. l'a a s s i s t  .the supervisoi- i n  the a c t i v i t i e s  o f  Che 

nwe t i  ng wl-)en t h e  FKC is e s t a b l  i shed. 

-. 
3. l o ur~det-take f o l  1. ow-up v i  s i t s  t o  t h e  eonlnrr-rrri t i c?s t o  

checl:: up w1-1 t h e  FRC progress, FRC baperwur-I::, and 

to make sure that t h e  indexed produc ts  for- acmr t: i-- 

z a t i a n  at-e ready when t h e y  a r e  t o  b ~ 3  p icked  u p .  

4. T o  a s s i t  the  superv isor  i n  h i s  e v a l u a t i o n  a+ 1 . h ~  

uses and  r.esul t s  0.f L f ~ e  FRC. 

5. Tu  ass i s t  t h e  super-.vi sor i n  t h e  p i c k  up and 5 , , :1 l e  of 

merits ol: accounts. 
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7. To t t -a i r )  and w p e r v i s a  the nrembet-s o f  t h e  ccmrnunitv" 

cornrni 1: tees. 

Contmun i t Y Commi t.&.?-~ 

The comnl~.mity assembly w i  11 e l e c t  a t h ree  person commi- 

t t e e  t o  superv ise  t h e  FRC. Thei r  d u t i e s  are: 

1. Presid-c2$.. The president; w i l l :  a)  lead  the  comrn 

i t t e e  w i t h i n  t.he 1 i m i t s  spec i f  id by asserably, b )  

h o l d  commi, t t e e  meetings a t  l e a s t  once each t h ree  

months, c) co-sign a l l  ducuments and r e c e i p t s  i n  . 

t h e  adm in i s t r a t i on  o f  the FRC, d l  superv ise t h e '  

use o f  t h e  FRC, v i s i t i n g  each member f a m i l y  at 

l e a s t  once each year t o  remind them o f  t h e i r  

o b l i g a t i o n s ,  .e l  coord i r ia te t h e  p i c k i n g  up and 

s e l e c t i o n  a f  mc,nbers indexed products  used t o  

repay t h e  FRC arid amor t iza t ion ,  f )  co l lahot -a te  

w i t h  FINCk personnel i n  the  sa l e  o f  t h e  indexed 

products,  and g) co-sign a l l  documents. 

SecreCcwy-. The secre tary  w i l l :  a) prepare t h e  Loan 

Doccrmer+\t ( I l c ta  de  Compron:iso) and make I;LIJ-~ I t is 

siytiecl by each uf t h e  pa t - t i c ipa t i r l g  members, b )  kee l . )  

a FRC Regis ter  w i t h  one page f o r  each f a m i l y ,  c) 

prepare a l l  o ther  doc~!ments f o r  t h e  FRC, c.l) a s s i s t  

p i  cl.::i ng up and se l  e c t i  on of membera indexed pt-oducf:s 

used t o  repay the FRC and amort izat ion,  d )  co-si4n 

a l l  documents, qnd el cu l abo ra te  w i t h  t t t t ?  FIIqCfi 

personnel i n  t h e  -a le  o.(: the  praclurts. 



5. Trgasxrr.~-c., The treeasur-r w i l l :  a )  count and c e r t i + y  

the  amount o f  money received i n  the loan, b )  maintail1 

i n  a s a f e  p lace  the resources af FRC, c )  count and 

d e l i v e r  t he  money l e n t  t o  each f am i l y  i n  the case 

of  i n d i v i d u a l  loans, d) make payments and ob ta in  

r e c e i p t s  f o r  each purchase made w i t h  the  FRC, e) 

rol lahrarate i n  the  p i ck ing  up and r e l a t i o n  of  indexed 

products used t o  repay t he  FRC and amort izat ion,  - F )  

co-sign a l l  documents, and g )  co l labora te  w i t h  F I N C A .  

personnel i n  the  sa le  of  t he  indexed products. 

The proceedures fo l lowed by  FINCA i n  t h e  CDS are  stand- 

ard, s t r a i g h t  forward and simple. To descr ibe them i t  is use- 

f u l  to break down t h e  CDS i r t o  f ou r  phases: (a) Fre-loan, (b) 

' loan disbursement and implementation, ( c )  repayment, and ( d )  

market i ng . 
Pre-lcmn-Phas_e_. Thi 5 phase i s  designed t o  i d e n t i f y  comn~uni t i e s  

t o  p a r t i c i p a t e  irr the program and t o  promote t h e  program anror.lg 

these communi t i e s .  I n  t h i s  stage, the  promoters v i s i  t conmu-- 

n i t i e s  t o  pr.eser1.t t h e  procjram t o  them. I S  t ime per rn i t . ~ ,  t h e  

1 
.,. 

i l .  

promoter f i l l s  out a prel imir iat '  study o f  the  community t o  

determine j t s  chat -ac ter is t ics  and s u i t a h i l  i t y  f o r  pa t - t i c i pa t -  

i n g  i n  t he  FINCQ program. Once a decis ion has bwi - \  tn4e t o  
> 

p t r y  t a  work wikh a community, t he  promota. asks the  cocnmurrity 
&,'* GI, , 
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to c a l l  an assembly meeting a t  a da te  i n  o r d w  t h a t  ttic super.-  

v i s o r  can come and e x p l a i n  the program. 

Loan d i  s~~w5e111crqt i3r1d i mp,j&yn\entati on phase_. A t  t h e  precrr-raliqc. 

t i m e  o f  tl,e meeting o f  t h e  assembly, t he  supervisor'  and pr'orno- 

t e r  a r r i v e  at t h e  community and make a p resen ta t i on  t o  t h e  

assemb1.y about t he  concept o f  t h e  FRC. V isua l  a i d s  a r e  used. 

A f t e r  d i  r uss i ng  the program and answering quest ions,  the  FINCA 

personnel leave +o r  about 45 minutes t o  a l l o w  t h e  asscmbl y 

t i m e  t o  d iscuss  t h e i r  p a r t i c i p a t i o n  i n  the  program among them- 

s e l  ves. 

When t h e  FINCfi personnel r e t u r n ,  and i 4  t h e  cor~rntunitv . 

has decided t o  p a r t i c i p a t e ,  t h e  supervisor goes throuqh a 

s p e c i f i c  r o u t i n e .  The f i r s t  t ask  i s  f o r  the  assembly t o  e l e c t  

a community committee t o  oversee and manage t h s  FRC. Second, 

t h ?  superv isor  then p lace5 on a t a b l e  the  money t o  be l e n t  t a  

the community by  FINCA ( t h e  amocrnt'depends upan t he  nurrtber o f  

p a r t i c i p a t i n g  rnernbercj and t h e  p r i c e  o f  the indexed product  i n  

t h e  l o c a l  r e g i o n a l  market) .  Then a loan document between FINCR 

and t h e  cornn~uni t y  (Clcta de Fompromi so) i s  prepared, f o l  lowing 

a format  p rov ided by FINCA and recorded i n  t he  camn~unity'c, 

o f f i c i a l  reco rd  book ( L i h r o  de Actas i .  Two carbon copies a re  

prepared +or FINCA f i l e s .  The l oan  document s t a t e s  t h a t  the  

date  o f  amor t i za t i on  i s  t o  be f i x e d  by t:l-;e commurrity a t  a 

da te  f o l  low ing t h e  ha rves t  o.f t he  indexed pvaodctct and t he  

da te  i s  t o  be  communicated t o  FINCFI. The 1.oarl dnccment i s  

read out loud,  a i t e r  which a l l  members present s i qn  tht?.ir,nan\e . 
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o r  g i v e  a thumbprint .  For those members nc!- present ,  f a m i l y  

- o r  f r i e n d s  may s i g n  f o r  them. A r e c e i p t  t o  FIbICR f o r  t he  monvy 

l e n t  (Recibo d e l  Dineru)  i s  prepared and signed by the  Com- 

muni ty  Cocnrnittee. I t  i s  suggested t h a t  t h i s  be fo l l owed  by a 

cha l  1 a cvf the money (a peasant custom o f  b l ess i ng  son~cttr inq) . 
A t  t h i s  same meeting, o r  a t  a l a t e r  date, the assembly must 

decide haw they  want t o  use the FRC. They will choose betwecrl 

loans  f o r  i n d i v i d u a l  o r  communal purpuses o r  a combination of  

both. There a r e  no FINCA r e s t r i c t i o n s  i n  t h i s  reyard,except 

t h a t  t h e  monies be d i s t r i b u t e d  t o  the  members equal amounts. 
' 

Between t h i s  t ime  and repayment, t he  sjupervi'sor Itas t o  

v i s i t  the community a t  l e a s t '  tw ice .  During t h e  f i r s t  v i s i t  he! 

has to chec!:: up on t h e  FRC and nrade sure t h a t  t h e  cunln~i t tee 

has es tab l i shed  an adequate reco rd  keeping system i n c l u d i n g  a 

separate r eco rd  f o r  each member. Dur ing t he  second v i s i t  he 

is  t u  es . tab l i sh  a da te  f o r  repayrnen.t o f  t h e  amor t i za t i on  t o  

F I N C A  and t o  d i scuss  t h e  c a p i t a l i z a t i b n  requirements. 

The promoter v i s i t s  t h e  community w i th  g rea te r  r o y u l  ar--  

i t y .  Irr h i s  v i s i t s ,  he i s  t o  fo l low-up on t h e  nmnaqement of 

t h e  FRC and, i n  genera l ,  t u  work w i t h  the  community 011 matter-s 

r e l a t e d  t o  t h e  FRC. There a re  p lans  tn g i v e  the promoters 

i n t e n s i v e  t r a i n i n g  i n  order  t h a t  they might p rov ide  a w i d e r  

v a r i e t y  OC tect in i ra ' :  ass is tance t o  t l i e  comnrunity on agt - icu l t -  

ur-a1 and l i v e s t o c k  p rac t i ces .  

'ii 
7111 

t t I n  +.his phase, community cocrrnbittrws a r t b  

E; , 15. 
3T 

ewpactcd to art- arrye fur  members t o  b r i ng  t h e i r  u n i  LE; of t l t p  

hi>!),* k"".. 
88 

I , ,. a 



t h a t  the  producte ive  of qood and uniform q u a l i t y .  Orr A prc!- 

-arranqc?d d a t e ,  the s u p ~ r v i r o r  p i c k s  up  the iirnortizatjcm pew- 

t i o n  and tranc3port.s it t o  a marlf;et. si tt. f c t r  salt. T'hc? r c b -  

ce iptc ,  f r-om t h i  s sale, less any mrl::eting C Q S ~ C ~  1-18 i n ~ ~ w r - t  , d t - ~  

deposi tt?d I 13 t h e  F INCQ haul:: account  tie manage.;. 

j t y  to m ~ r l : e C  the portion oaf the indexed product: placed i r ~  

t h e  FRC. i : , :  5 car, b e  done in several  ways, as per  the cornmccrl- 

itbt's wishes, including the  possibility af storing t h e  prodccct 

for- sale a t  a later d a t e  wtren more favorable prices art? ex- 

pec.t:c:-.d. 

There i s  a po ten t  i a1 pt-obl em i n  the managenlent o+ t h e  

FRC b e t ~ e e n  the  p w i  a d s  of mar-;:.ding and the new loan.  The 

pu'ablam is how ta marlage t h e  fund suc1.1 that  it does not lose 

its real value. For example3 t h e  agricultural p r o d u c t i o r ~  cycle 
I 

is usually some b months. 1.f ttle'FRC i s  c a p i t a l i z e d  by the : 
i 
I sale a+ the indexed product soan a f t e r  the harvest  and t h e  

ne!.:t round af 1cli:ns occurs at t t i ~  t ime o f  plahting f o r  t he  

n e x t  agr - i cu l  tural cycle, tl- ere is a period of same si >: n~onths 

until the  -funds in .the FRC are r~t;rc:led. In the n~eant in~e .the 

funds sh:)uld be earning a return. T h i s  means p u t t i n g  them 

i n t o  an investment t h a t  earns a good retut-rr. I +  in+ lation 

i s  present, the rea l  value OF the funds can b e  eroded. 'There- 

Core, the  cornmuni Iry has an incentive kc-, rol l  a v e r  thca f crnds 

over as rapidly as possible and make I;ew laatis. I f  t . l ~ i s  i s  
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The c r i . k e r i a  used i r r  t h i s  c r i t i q u e  a re  tho(;c af cost. 

e f f i c i e n c y  atid the cartlzr-ibution o f  the CDS t o  t h e  st-rccess of  

t h e  program. These two *ac to r s  a re  no t  inclapendant and t l ~ c r e  

a r e  obvious t r ade  o f + s  batween thern. 

The CDS has a number o f  p o s i t i v e  -features. I t  is simp1 i? 

arid clesi gned to .F i t. i n t c ~  a mode u f  operaticm.; t h a t  i s f arni 1 i ~ t r .  

t o  peasant cc3mm~rrbi t ies; ,  such a5 crsiny. t h e  assecnbl y i\5 a deci s--- 

i o n  making u n i t  and t he  L.jbr-(~!---& a t o  reca rd  t l7r  o f f i c i a l  

l oan  document!a. Furtl-rernrore, the  peasants a r e  i r r ~ o r p o r a t ~ c l  

d i r e c t l y  i n t o  t h e  dec i s i on  makang process. The pragrarrl appear..; 

t a  have low t r ansac t  i o n s  cos ts  .fur botl-r F I I ~ I C A  and .tl.ie CON-- 

m w r i  t y  bot-rowcrs. I n  add i t i on ,  .the CDS lends  i tse ls f  t o  t h c  

r a p i  d es tab l  i rjhrnenk o f  FKCs and d i  sbu~t?cnen.t 0.l: f ur~dr;. Tlit.? 

fac t .  t h a t  F1:NCR does r iot  t i e  t he  loans  t.a the pt-udc.\ction oC 

any product  qrks around t h e  problems 0.f fcrnyibi 1 i t y  a ~ ~ j ~ t i a t ~ x l  

. . 
w i t h  t.argetecl loans. F i n a l l y ,  t h e  product . i ndexa t ion  f eaturc! 

makes b i q  s t e p s  i n  avo id ing  t h e  i n f  l .at ion,wy e ros ion  o f  t.11~ 

real val.uee t h e  FRCs arid t h e  FII\ICA Revolvir~qi C r e d i t  Fund. 

'The CLE,  however, appears t o  have some aspects t ha t  tw'c! 

prab3 emat ica l  .fur thc-. success of t,he prugr-am. The derj i  cjn for- 



corrrrt~i ttuo. W i  t 1 . 1  t h e  v a p i  cJ i mpl c:?rrtmrItat i o r \ ,  the ntcmhcr s pr~t,i.;l.~ 1 y 

A see t h e  p r ~ ~ ~ t ' i ~ f l l  nr  a ~IIW and easy source of  c rod i t : ,  nssclcialt.!cJ 

w i t  I sor t  of  camnwriity developmenk fund. Uut i L  i s  v e r y  

uni i Ice1 y t h a t  they f u l l  y under-stand t he  imp1 i c a t i  on5 for  t t ~ c ? ~ n - -  

sel vec; nor ,I:trat they have t i  nie t o  through1 y understand tht.1 

pr-ogr-ant i n  d u t a i  1 . 
I n  khe wine contex t ,  t h e r e  does no t  appear t o  be s u f f i c -  

i e n t  pr-avis iar.~ f o r  FII\ICA per-scxtnel t o  work r c r i t l r  t he  c red i  C 

car11rni1:tt.e t o  ecli.tcat.e them and clrvclop t h e i r  s k i l l s  bwth as I : F X  

managers and aE educators nf t h e  comrnunj.ty about t he  progr-am. 

T h i s  lac!:: o f  a a t t ~ n t i a n  tc-~ drweloping the  comniuni ty can ci-ruse , 

s w i  i ~ t 5  ncga t i  ve c'ons;c.quences far- c a p i t a l i z a t i o n  and , t h e  lc3nu- 

rim l i + e  of the  FHC. . 

The CDS p;. aces cl T o t  o f  respons ib i  1 i ty i n  t h e  harids o f  

t h e  ccomncrr~i t y  cornmi t t e e  f o r  f urrd management , marketing 01: 

member-s p roduc ts  f o r  repayement to FRC, c tc .  I t  i s  qws t i o r t -  

ab l e  whether- comtnrmi , ty  member's w i  1 1  place t h a t  much f a i  t b ;  i n  

t h e  cornmi ttee n~embqi-s Lo c a r r y  ou t  these respcir~si  b i  I. i ti ES. 

Peasants ar-2 v e r y  s k e p t i c a l  about such mat.l..ers. 

TRs eqa la ta r i an  manrrer i n  which c r e d i t  from t h e  FRC i s  

d i s t r i  bunted among t h e  moribrrs may be prob lemat ica l  . There i .; 

nu r rasun  t o  expect t h a t  each trtrrnbsr will nerd t h e  same amoccr~t 

of cr-edi t . Ther-dare,  under- t h e  prwgr-an) clesi gn some may r - i ? - -  

c e i  v e  t a  1 i t t l  e and be  urisat i s.f i ed , wlii 1 e a t  t h e  same 1: I. i ~ t t ~  

o t l i e rs  may r-ee.ci ve tocr rnui-h arid have d i  .f f iccrl  ti r s  i 1.1 sial:i IICI 

t h e i r  repayrwrit.j. 



to.l;al pot- tf  01 i u. Nhen the? RDS t e c h r l i  c a l  a s s i s t a n c e  i s  adclml 

t h e  *F i g u r a  r-i. ses to i 10.4 per'cenk. I f  c u n s c r - v a t i v r  eskinratr?:; 

of: t he  - F i n a n c i a l  a n d  visl.:: c o s t s  a r e  i n c l u d e d  i , t  r i . s r s ,  t o  123..1 

pc='r'c:m ir. . T'hesr. f  i qcrres have been i m p a c t e d  by  t h e  effects of 

i n C l a t i c s n  on t t i c  part f :c) l  io. T h e  a d m i n i s t r a t i v e  c o s t s  are  peq- 

ged ta ktie d c ~ l l a r "  since a l l  5 a l . a r - i e s  ancl per  diem are c a l c u l a - .  
' 

t e d  i n  d o l l  ar- e q u i v e l  enCs a t  t h e  p a r r a l  lel market t-iite, wher-o- 

c o s t s  .a re  v i s s i n g  over tinre relative to t h e  port-Fol io .  Yet - ,  

since :.he part..+ol iu nreasw-ed i r r  t~rrrrs of c u r r e n t  p r i c e s  of 

i n d e x e d  procluci -s  t h e  e.F-facts of i n f l a t i o n  on the vctlut: C I ~  ~ I I C  



COS'iG f lND COST EFFICIEbICY RATIOS f3F FINCA F'ROGFifit.1 i:OR YEAR 
J u l y  1 , 1984 .- 3u1 ~e 30, 1985 

( i n  U . S .  Dollar-s) 

COSTS 
_l----___._.-_-...__--------I_.-.-- -----.--------.-.-----.---- .-.. ̂._I_ ---... -.  . 

I . Admi 1.1 i s t r  at: i ve Cost.; 92, 7C?(:b 
Sal dr i es ( 1  o c a l  emp l u y e c s )  55 , 23:) 
Pet- Di e m  23 , 4 (:I(:) 
Otl . i e r -  1 4  , 100 

I I .  Fat-ei gn Trct tni  cal A s s i  s t a n c e  42,412 
-.-.-.---,-.. 

IV. Clppor- t u r ~ i  t y  cost.; of  c a p i  t a l  (8% nririual 
V.Ksib: c o s t s  (3% p o r C f o l i o )  ' 

VI. T o t a l  cosk (13.1 1'-1-1 I  I-t-IV-1.V) 151 ,126  

Q d m i n i s t t . a t i v e  c o s t s  as  % o f  p o r t + o l  i o  73.7% 
kdminj. sl :r-cti  v  costs ( T p e r  comtnrmi t y  s e r v e d  214 
Qdnlir~i  s t ra t .  i v e  ~(35t53 ( I )  p e r  f ami 1 y s e r v e d  4 

Total fhlmi~\istri\ti v e  c o s k s  ( I  I  I )  a s  % of por'I:.Fol i o  1 10. OX 
T u t a l  R d m i r t i s t r a t i v e  c o s t s  (111)  p e r  community s e r v e d  3 1 2  
T o t a l .  hclmi n  i  .;trr\ t i ve c u s t s  p e r  f atni l y s e r v e d  b 
T o t a l  custs ( IV)  a s  % of p o r t f o l i o  1 
Taka1  casks ( IV)  per- csmrr\t.rnity ser-vecl 3 4 Y  
T o t a l  c o s t s  ( IV)  p e r  f a m i l y  s e r v e d  6 

SQURCE: Authors' c a l c u t a t j .  on bascd  or1 F I N C R  t -ecords  



a t i o n .  Heqardlcss o f  these d i s t a t - t i ons  i t  i s  c l e a r  t h a t  the . 

program i s  ve ry  expensive t o  opera te  r e l a t i v e  t o  tho  size. 

Other- meawt-e5 o f  cos t  e f f i c i e n c y  are  t t ~ e  cos t s  per cum- 

muni ty  and pe r  member served. These f i g u r e s  do n o t  make t h e  

c o s t s  look; so h iqh ,  s i nce  they  appear t o  be r e l a t i v e l y  l o w  

compared t o  many fo rmal  f i n a n c i a l  i n s t i t u t i o n s .  Y e t ,  if they 

a r e  p u t  i n t o  the pe rspec t i ve  o f  t he  average s i z e  o f  l oan  per 

community o r  per  member they,  too,- a re  h igh.  For example, i f  

the average laan  s i z e  i s  $10.00 and t h e  cos t s  per member a re  

B 6.2 then costs represent  62 percent  o f  t h e  loan. 

Thc bull:: of t h e  cos t s  a re  associat.ed w i t h  t h e  r eg i ona l  

aperat ions.  For example, among s a l a r i e s  and .per diem, t h e  

l a r g e  bulk i s  due t o  r e g i o n a l  a c t i v i t i e s .  The program c l e a r l y  

does no t  s u f f e r  f r o m  an expensive Cent ra l  O f f  i ce .  Indeed, i t  

can be argued on t h e  grounds f o r  more c o n t r o l  and b e t t e r  r e -  

co rd  keeping that t h e  Cenkral O f  f i c e  s t a f f  should be expanded. 

Eorrowcr Transact i on Cos&,. fiverage est imated borrower t ran -  

s a c t i o n  cos t s  were measured f ram the data  ob ta ined i n  the 

survey. A s  shown i n  Table v.5, t h e  average number o f  meetings 
. . 

at tended by t h e  member corresponded close1.y t o  what was pro- 

grammed by F I N C A .  There w a s  an average o f  about two meetings 

p r i o r  t o  disb'ut-sement , one meeting f o r  t h e  disbursement and 

1.. 5 m e e t  i ngs for- repaynlen t . 
A l l  b ~ t - r o t * ~ e r  t ransact. . iar~ cos t s  were i n  terms OC t h e  t ime  

spent.  Member-5 d i  d not havc any out-uf -pocket cost:; since 

they  t t - a v r l l e d  t c ,  t t l e  meetrings by f oo t .  The  estimated t i , m t .  



ESTIMRTED RVERRGE BORROWER TFWNSACTION COSTS 

AVERAGE flVERAGE RVERRGE . 
NlJMBER O F  TOTAL TOTAL 'TOTAL 
MEETINGS T I  IIE TRAVEL,' 'f I PIE 

S/MEET I NG T I M E  P/F'HRSE 
(HOIJRS) (HOURS) (HOLIRS 1 

APPL ICATION 1.96 3.71 2.73 6.43 

TOTAL. 

**Includes t i m e  involvrc l  i l l  t r a n s p o r t a t i c m  of t h e  indexed pt-odudt. 

SOURCE: Member-s ' survey. 



spent per  member ovet- t h e  1  i f  e o+ the loan w a s  16.31 1 7 0 ~ 1 - S .  

Of Chis t o t a l .  8.53 hour-E; (31'.7 percen t )  was spent i n  n~ectinq.; 

and 7.139 hour-5 (48.3 percent )  was spent i n  t r a v e l .  The t~-a\ . je l  

t iore f o r  tai: : inq the members' indexed product to t h e  FRC was 

almust h a l f  o f  a l l  t r a v e l  t ime. Members spent v i r t u a l l y  110 

tirria i n  market ing t h e  FF;C product .  There w e r e  no s p e c i f i c  

meet i r r t p  he1 d f o r  t h i s  purpose. 

The  bnv-r-owcr t r a n s a c t i o n  costs were low--the equi va l  w i t  

o f  about, two works days. Compared t o  those o f  o.ther c r e d i t  

in.; t i tut iorrs, such a s  t h e  Ogt-i c u l  t u r a l  Bank, they are  vet-v 

l a w .  Y e k ,  coiapared t o  .those +or c r e d i t  from money lender  t h e y  

are s o m e w h a t  h ~ . u h .  f4 tac7t.io of these t ime  cos ts  t o  t he  s i z e  of 

t h e  loan (usin(; t h e  minirnunr oage and loan s i z e  as o f  , J u n e  30. 

1965) would shot4 t h a t  . they a r e  about 1 0  percent  o f  the l oan 

s i ze .  

c e r t a i n  tasl3:s. 'I-I-re . r e s u l t s  a r e  repor ted  i n  Tab le  V . 6 .  In none 

oC the tasks were % I I C  prumot~?r'C;s uni formal ly perce ived by thc 

members as be ing  h i g h l y  c?f.Fecl:ive, T h e  perforrilarice o f  t h r ?  

pt-orriot.er-s was ranked h i  qlrest f ot- es tab l i sh i ng  and inrplcn~enCirrg 

t he  FRC. An estimated 75. 9 perccnt  of t l ~ r ?  members tl\ocrqht t.lrc 



COI-1MUN I TY t.IEbIC{ERS F'ERCEF'T I ON OF EFFECT I VENESS 
O F  F'FiOIl9TER I N SF"ECI F l  I: 7 RSKS 

EST I HATED PERCENT % PIRRGIN O F  EliG(1R 
CIF I-1EPIHERS LJ I 7  H Al' 95% CONF'I I)E:I\ICE 

TASF; F'EIICEF'T I ON VRFi I MICE LEVEL ---.------- -------------------- -----------------------------.-.---.----- -..-- -.-- 
' TECHN I CRI ... ASS I STMICE 

A l o t  
Some 
Lit t le  
None 

FRC ESl'Af':I. .I StlblENT 

A l o t  
S o m ~  
1 - i t t l e  
Nane  

FRC IMF'L..EIrIENTAT I 01\1 

c7 lot: 
Same 
L. i  t t l e  
N o n e  

OTkIER APORT FROM FRC 



bur-sement. It. was a t  these meetirrqs t t 1 c 7 C .  an es t imated  55. 1 

per-cent o f  t h e  menrbrxs f i r s t  1 earned about the pr-ouram. Crno - 

tller- 30. I pet-cent f i r - s t  1 earned o f  t he  pr-ogr-am f r-am corlvct-sa- 

t i o n s  w i t h  f el 1 o k r  communi t y  members.  The members w e r e  asked 

t o  r -a te t h e  c f f  ec ' t iveness  o f  t l r i .  pt-o~noter i n  e x p l  airrinc, t he  

concept o f  t h e  FRC a t  .these meet1 ngs. The r e s u l t s  a r e  pr rscn-  

t e d  i n  T a b l e  V.7 .  A n  e.;tirnated 12.8 percent  I-arrlked the  promot- 

er- ' s  p e r f  or-mance as vet- y usef crl . ~'Anothcr 44.0  per-cent ranl:ed 

t h a t  e f f o r t  should he made tu  improve t h e  e f f e c t j  verless of  

tne promoter- a t  tirest. rnectjnqs. 

c e r t a i n  c h a r a c t e r i s t i c s  that: w e r e  i n d i c a t o r s  a f  t h e i r  c o n f i -  

fackoi-s t h a t  r.ror.\ld s h ~ w  the. tnenlbcrr;' coc-if:ii.ir.nce i n  -t.he canmi t- 

t.ee t o  pt-opw-I. y admi n i  stet- t'he 'F'RC. The r e s u l  t 5  a re  pre5erltc.d 

i n  Table V.8. 

It is cl'car t h a t .  t he  comnli ttee members were b a s i c a l l y  



Vcat- y irsef u l  . 12.7 0. 0805 41 . 



TABLE V. 8 

COPIMCINI TY MEMBERS DEGREE OF COIdF I DENCE I Id 
COtlt4UtJ I T Y  COIIM I TTEE W I TH RESF'ECT TO CERl 'R I I;J CHARACTER I ST I CS 

AFTER E XF'EF: I ENCE bJ I TH FRC 

. ESTIMATED F'ERCENT % MORGIN O F  ERROR 
O F  I'IEMbERS IrlITH A T  95% CONF I DEbICE 

CHARACTERISTICS PERCEPTION VARIANCE LEVEL -------------------------------------------------------------------- 
A B I L I T Y  TO MANAGE F R C '  

H i  gh 6 1 . 1 0 c:) . (1) c:) 5 h 1 5 . (:)(:) 
Rveraqe 37 . 2(:) (:I . (1) (35 7 1 4 . 8 0 

. L i t t l e  .9 .  (:)(:I 0. 001 6 7 . 90 

MARKET THE INDEXED PRODUCT 

H i  gh 31 . 50 
Aver-age 37. 30 
L i t t l e  35.70 

HONESTY 

Idi  gh 41.56 0.0079 
Average 47.80 0 . (:~:)55 
L i t t l e  10. 4 0  (3. C)C) 1 i . 

? 

.* DON'T DO FAVORS FOR SOME MEMBERS THAT THEY 
DON'T DO FOR OTHERS 

SOIJRCE: Ilernber s ' survey  . 



procluc t .  I n  t h i s  reqwc ls  t h e  members rF-,spot.sc,a were qcti te 

eqc!al l y  d i s t r i b u t e d  aver the whole ranqe o f  con+ idence. 'This 

may r e f l e c t  a reason +o r  t h e  lacl:: o f  rnember- conf idence i n  1:lie 

FII.lCf\ mar k e t i  ng program. 

T imel iness o f  Ct-edit,, A s  shown i n  Table V . 9 ,  t he re  was l i t t l e  -- 

disagreement among t h e  members t h a t  t h e  c r e d i t  a r r i v e d  i n  an 

- opportune and t i m e l y  fashions;  87.6 percent  se re  saki s f  i e d  
. . 

w i t h  t h e  t i m i n g  o f  t h e  disbursement. Th is  may be r e l a t e d ,  

however, t o  t h e  f a c t  t h a t  much of t h e  c r e d i t  was not used for- 

a q r i c u l  t u r a l  p roduc t ion  purposes, bu t ,  r a t h e r ,  was ur;~_.d for  

many o ther  purposes t h a t  d i d  no t  have a Sixed t ime  seheclule: 

f o r  -example, t h e  purchase o f  c l o t h i n g  and t-~ousehal d ar-ti  c:l. ez. 

Conclusions 

The a n a l y s i s  o f  t h e  CDS showed i t  t o  have t)0~1:1i s k r - e n i j  kl7s 

and weaknesses. D i s p i t e  c la ims o f  FINCA t h a t  110 i n t e res t .  i s  

charged , t h e r e  i s  av i m p l i c i t  i n t e r e s t  r a t e  t l - ~ a t  the b0r.r-ow-- 

i n g  member p a y s .  For t h e  pas t  year t h i s  nominal u- at^? we re  

shown t o  be h i gh  r e 1  a t  i ve t o  o ther  i n s t  i t u t i  onal  I cr~di.?t.s, 

f a c t  t h a t  would encourage community membet-5 t o  p r e f e r  ol:hc!r- 

sources o f  c r e d i t  were they r e a d i l y  ava i l ab l e .  The r-eal ral:~:!, 

however , w a s  neqat i ve whi ch i mpl i es both a t r a n s f e r  0.F. t-csour. - -  

ces t o  borrowers and decapi t a l  i z a t i o n  o f  t he  F INCR Revul v i n i l  

Credit. Fund as we1 1 as t h e  FRC.;. The i n t e r e s t  rwaCe was silrnwr~ 

to f a1 1 about one t h i  r-d when rrren~bet-s d i  d no t  capi ti-11 i 2 E? Ltle 



COMMUNITY MEIIBERS PERCEF'T I CIN OF T I IdEL IbIESFi 
O F  F'RC CREDIT  

SOUH.CE: M e m b e r s  ' survey. 



FKCs.  T h i s  woul cl be a f a c t u r  c a u s i r ~ g  co t~~ r~ i rw~ i  t i  es t.o r..c!pa\j 

t h e i r  l a a n s  t a  F I N C A  i n  , f u l l ,  bu t  brithuul: c ~ p i ! Z i l ! l . i ~ : i . ~ - ~ i ~  .!:hc? 

FRC. Advance paytnents a1 so reduce i nker-erst c:hnrclc:!~;. -1'1-1t2se 

f a c t s  may e x p l a i n  t he  obser.yed t e n d e n c i . e s  +or- t h e  ( : : ~ ~ i ~ r t l t . ~ r - ~ i t . . i i i ! = i  

het- t han  s p e c i f y  repayrr~ent at t t i c  time of hat-vc:~:;.l. j. l :  cr~ji.ltit. 

for  t h e  indexed pr-oclctcts a re  m o r e  f avot-s t1 .e .  

1 a a n s  t h e  e g a l i t a r i a n  f e a t ~ r r e  j. s more def erl,l;i bl. e. 

f o r  d e v e l o p i n g  r i e l  i d  arid we1 1- f u n c t i  o r ~ i r l q  FF<C;c:. 'I I IP 1~~) t . l : :  i!f 

ti ng the cumnruni t y  about t h e  proqt-am. 



- \  ' 

a d m i n i s t r a t i v e  arrcl o p e r - a t i c m  c o s t s .  

1 . Do n o t  1 ower n o m i n a l  i r r i e r e s t  r a t e s  charqecl t c !  t : ) o t - t -ow t~s .  

I n d e e d  t h e y  might be r a i s e d  , t o  a1 law the  c:c:,mritt..rr~i. .t.:i ec; I:(, pay 

i n t e r e s t  t o  F I  NCA and t u  a v u i  cl , r rega t  i v e  re;!]. t-aL.es. I.lc.~r.e--. 

o v e r  , i t  i s i trrpot-tant t o  r e c o g n i z e  t:ha.t I:c:~t:al I:~r:w'v.or*ri 1 3 ~ 1  

cos ts  c o n s i s t  (3S b o t h  i n t e r e s t  and t . t - a r l s a c t i c - r ~  LCJ!;.':,~. \Jt~t.:n 

t h e  1 a k t e r  are c o n s i d e r - e d ,  t h e  t o t a l  custs 0.f: L7iw.r-owing 

are not  h i q h  c o m p a r e d  t o  o t h e r  s o u r c e s  o f  c r t . d i t . .  



3. The luart tc.r.ms shoi.Ilrl t:te made mut-e 1 i : l  There a r e  

dif.f..erel-ices j.n c r e d i t  needs bo th  amonq c o m r n c . ~ r t . i  and 

among menitser~ wi .t.hi n a ccsmrnurij. .l:y. >leans .jl..iocrl cl be estati- 

1 ishetJ t a  accomodate these vat-i ed i nter -es ts  ratl-icrr- .than 

f.ollocrj.rig an equal i tat- ian pa t te r -n  at b o t h  t h e  cr~nlmcrrri.ty and 

member I. eve1 . 
4. The pt-ogt-am w a s  designed +o r  r a p i d  dir;bursec~icriir o f  funcls. 

The exper-i ence scrqqests t h a t  1 ending shoul. cl be made w i  t t !  

more p l a n n i n g  and cacrtion. Th is  i nc ludes  hc t te t -  s e l e c t i c ~ n  

o f  p a r t  i c i  pa t  i r ~ q  commccni t i  es and more tI3ov.or.qf.1 s tudy  o f  t h a  

c r e d i t  needs o f  each community. 

5. More e f  f a r t  needs t o  be d i r e c t e d  t o  educa.kiriq the  commun- 

i t i es  and the conmuni.Ly committees on t h e  o p e r a t i o n s  o i  t h e  

c r e d i t  program. T h i s  means t h a t  more t i m e  w i l l  need to t?c. 

spent w i  t h  each romnruni t y  and t h a t  promoter.; and supet-vi - 
sors w i l l  need t o  be b e t t e r  ' prepared t o  cart-y ou,k t h e i r  

tasks .  

6. Methods need t o  b e  developed t o  pt-atect  the r e i l l  va lue  of  

t h e  F R C s  between t h e  pet - i  ocls 0. f  1 oac.rs. For- P:.: imp1 c, Ccrrids 

cocrld be placed i n  i rrter-est c!arr\i nqs savi rtqs acczount~. 



7. E.FF~IY-\.L~ ~ . i t . i ~ d  .(:o L i e  made .I:(:, redctcc? t t ia  rcl;~L:i.vu S ~ Z ( L :  134 

F I N C R ' s  c:c35t:5, L y  c c c t t i r r q  hacl:: on iadmir7i~i.t.r-;\t..ive cc:tsts 

and/or  tly i r s c : r e a s i n g  t h e  sii:c? o f  t h c i r -  pc)rk+ol ic :~.  I n  .l:tris 

regar-d, t l b ~  tracle--of+ betr.~eeri c o s t s  and bene.f'j.Ls o f  i l l  

r i e w  p r o c e e d c r r - e s  t h a t  a r e  establ 1 shed :;hoctl d he r-ecocjni  r e d  

arid c o r t s i  der-ed be fo re '  i rnpl e t r ten . ta t  i on 



pr-esented i n  c l iaptw-s I1 I - V. The reader i s  r e f  er-red t o  khos;e 

chapters +o r  t h e  cletai1.s. I n  th is ;  chapter t h e  ccmcepts and 

recommeridati on5 a re  consol i dated , conce~ i t r a t i ng  on t l - ~ e  k e y  

i ssues. 

S W C K . ~ ~ ~ ~ , S  i 11 D i  ~ i f - r i b c ~ t  i nq -,-- C r  ed i t 

Thi, program stlould be judged as a success i n  t .e t -ms u-F 

r a p i d l y  d i sbu rs i ng  c r e d i t  t o  a l a r g e  number c ~ f  culnmuni t i e s  

and -Famil ies i n  a shor t  pe r i od  o.(: t ime. I n  t h i s  contex t ,  i t  

servkd t o  h e l p  recap i  t a l  i z e  some o f  t he  cornmcrni t i e s  t h a t  wer-e 

severe ly  impacted by t h e  1983 draught. A1 thudgh t h e  economy 

was bad ly  d i s t o r t e d  by t h e  c r i s i s  and h y p e r i n f l a t i o n  t h e  pro-  

gram made s t r ong  advances. fin important  f ac to r  irr t h i s  success 

was t h e  a b i l i t y  o f  RDS t o  r a p i d l y  assemble a team ko implement 

an a1 ready e x i s t i n g  model i n  a 1 arge number o f  camnlctnj t i e s  

t h a t  had p r e v i o u s l y  by been i d e n t i f i e d  through t h e i r  p a r - t i c i -  

p a t i o n  i n  t h e  F'L480 R i c e  Sale Program t h a t  RDS had admin is ter -  . . 

ed. 

Although the  proqram was succcs;sful i n  d i s t r i  but i r rg  ct-e- ' 

d i t  on a wide s c a l e .  i n  t h e  f i r s t  year, i n  t h e  l a r y e  m a j o r i t y  

of cases t o  +armers who had a l i t t l e  p r i o r  c r e d i t  experience, 

the member surSvey clr?ar, ly showed t h a t  a l a r g e  major-i t y  o? the 

members d i d  n o t  pe rce ive  the program as being a v e h i c l e  f ot- 

+utur& charcle e i t h t l r  .far t he  cuinmunity or -for the economic 



. 
abctut  ha1  f t h e  metnber-ri warihacl to par-ki ci ~:I;R~:C j..n ~ I ' I ( : I  F ' f K  cr.wJj. 1: 

i n  t h e  f u t u r e .  I'liese u.usu1t.s ritr.unq1.y ~si.rqqe!sk t h a t  111i:+rty, cam- .  

t nun i ty  member's were pleased t .o  abt:c?iri l : t i ~ !  c r e d i t  L.~eci~.\uc? of 

i ts t-eady a v a i  1 a b i  1  i t y  a n d  1 or.4 t t - a n s a c t i  o l i  C Q L ~ ' C ! ~ .  b u t  c ? - F t ~ t - .  

o n e  y e a r ' s  e x p e r i e n c e  d i d  nuk f i n d  i t  .I-.(3 t h e i r "  1ser1e.f i . k  t o  

c o n t i n u e .  

T h i s  may be' e x p l a i n e d  i n  terms 0 . F  t h e  pt-at:~lems i n  t h e  

- d e s i g n  of  t h e  progr-am and  i n  t h e  c r e d i t  d e l  i v e r y  sys.tc.rn w i t . l i  
. . 

which i t  was imp lemen ted .  I n d e e d ,  i t  is judgement  o-F t h e  e v a l -  

u a t o r s  t h a t  i f  c o r r e c t i o n s  a re  n o t  made t h a t .  the c r - e d i t  pr-a- 

gram w i l l  e n c o u n t e r  d i f f i c u l t i e s  t h a t  w i l l  t h r e a t e n  i t s  v e r y  

e x i s t e n c e  u n l e s s  t h e  program c o n t i n u e s  t a  r e c e i v e  a h i g h  de.- 

g r e e  o f  s u b s i d i  t a t i o n .  I n  f a c t ,  c o n s i d e r a b l e  e v i d e n c e  w a s  

u n c o v e r e d  i n  eval .  crat i on a - f . t he  f i rs t  y e a r  o f  o p e r a t  i ons whi cli 

s u g g e s t s  t h a t  t h i s  d i s i n t e g r a t i o n  h a s  a 1  t-eady begi.m. The t h r e e  

mosg c r i t i c a l  p r a b l e m  areas are i n  c a p i  t a l i t a t i a n ,  t h e  c r e d i t  

d e l i v e r y  s y s t e m ,  a n d  i~ t h e  s t r u c t u r e  of  F INCA.  T h e r e  a re  

a l so  p r o b l e m s  i n  t h e  c o n d i t i o n s  and  terms of t h e  l o a n s .  

. 
C a p i t a l i z a t i o n  

The k e y  S e a t u r e  of  t h e  p rog ram is t o  c a p i t a l i z e  t.hc cnm- 

m u n i t y  l e v e l  FRCs, t h r o u g h  l o a n s  f r o m  FINCA's R e v o l v i n g  C r e d i t  

Fund. A key .Feature of t h e  p rog ram d e s i g n  is t o  i n d e x  a l l  

lams t o  a p reoduc t  t o  p r o t e c t  t h e  real va lues '  o+ both St-rnds 

i n  i n S l a t i o n a r - y  times. T h i s  is a d e s i r e a b l e  f e a t i . r r a ,  a l t l r n u g h  



There a re  a t l .~e r  I:c.atur-es uf t he  progr-am det.jigti khat ar-e 

very p rob lama t i r a l  -For c a p i t a l i z a t i o n ,  a t  both t h e  l e v e l s  o f  

FINCn arid the-  FRCs. ' I f  kl-iese a re  no t  corrc.ctecl i t  i s  our- judg- 

ment t h a t  t h e  program wi 11 encounter con t inua l  and se r ious  

problems of decap: i tal  i z a t i o r i  t h a t  P J ~  11 make the program con- 

t i n u a l l y  dependel7t.on subs id ies  and g ran ts  t o  main ta in  i t  
_ . -  . 

l e v e l  'o f .  c a p i t a l  as we l l  a5 t o  covw  i t s  opera t ing  and admin- 

i s t r a t i v e  costs.  It i s  our judgement t h a t  no c r e d i t  program 

should be constr-crctrd i n  t h i s  manner unless t h e r q  i s  a premise 

t h a t  con t inued  subs id i za t i on  i s  co r rec t  and f eas ib l e .  

To c o r r e c t  the problems associated w i t h  decapital .  i r a t i u n  

af t he  FINCA Revolving C red i t  Fund i t  i s  recommended t h a t  

FINCA should char-ge inkeres. t  on i t s  loans t o  communities. The 

r a t e  o f  i n t e r e s t  should be an amount t o  cover t h e  a n t i c i p a t e d  

cos ts  o f  FINCA's business-- including expected l u s s r s  from 

delinquency and indexat ion ,  as we1 1 as adm in i s t r a t i ve ,  and 
. 

opera t ions  costs--  and a l s o  have a su rp lus  l e f t  over tu r a p i -  

t a l i z e  t h e  fund. I f  t h i s  i s  no t  done, FINCA w i l l  be forever  

dependent upon subsid ies.  

The c e n t r a l  t h r u s t  04 t h e  program i s  t o  c rea te  v i a b l e  

FRCs through t h e  seed moriey av$i 1 a b l e  t o  comnuni t i e s  f r'om 

F INCA loans and then t o  c a p i t a l i z e  the FRCs as t h e  members 

repay t h e i r  loans t o  t he  FRC and amort ize t h e  FXNCA loan. 

Thorough study o f  the program design ra ises  so r i ous  doubts as 

t o  whether t h e  i ncen t i ves  a re  i n  p lace  Lo cause the c a p i t a l i -  

0 



, 
z a t i on  t u  occurs. Sycr~pl..acns o f  t h e  pr-oblarns are  t h e  h igh  obser- 

ved de l  i nquancy LPF. CU~I~II~.~I~. t i  e5 i n  repaying t h e i r  1 o m s  t o  

FINCR, communities making complete payments t o  FINCn i n  one 

year ra the r  than four ;  and Irhe extreme d i f f i c c r l t i e s  i n  v e r i f i -  

c a t i o n  o-F community c a p i t a l i z a t i o n  o f  t he  FRCs. As the  program 

i s  desigriecl, t h e  incen t i ves  for- a member o r  .a community t o  

c a p i t a l i z e  t h e  FRC are  t o  have access t o  f utut-e c r e d i t  o f  the  

sane anmunk, o r  o.f a larger- amount i f  the  s i te  of the  FRC i s  

expanded w i t h  Suture loans St-om FINCA.  It i s  quest ionable i f  

these are  suf  f i c i  ent  i ncent i  v v e  The above-ment i oned symptoms 

p l u s  t he  member response showing t h a t  on ly  h a l f  o f  them want- 

ed fct ture loans from . the FRCs are evidence o f  t he  prcblem. 

It is recommended t h a t  i ncen t i ves  be b u i l t  i n t o  t h e  capi-  

t a l i z a t i o n  process t o  cause members t o  want t o  c a p i t a l i z e  the  
- t 

FRCs. Suggest i uns i n c l  irde i n te res t  payments or d i  v i  dends on 

t he  member's share. Such i ncen t i ves  might a l os  encourage vo l -  

untary  c a p i t a l i z a t i o n ,  e.g. savings. F INCA has used non-finan- 

c i a 1  i ncen t i ves  t o  encourage c a p i t a l i z a t i o n  such as Food f o r  

Work, t he  USAID farm implements program, etc. C e r t a i n l y  these 
1. 

. Y have encourage c a p i t a l i z a t i o n  , bu t  they should not  be consi -  

dered as p a r t  o f  t h e  design o.f t h e  cr-edit program. Since they ' 

are temporary, they should n o t  be relied upon ta serve as a 

component of  a long-term and v i a b l e  c r e d i t  program. 

The credi -t: del  i var-y sytitt.cn i s dr.signec1 to r-ap i d l  

and d isburse credit. fis derno~lstrated i n  t t le  $ i r s t  
0 
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uted t o  i t s  s i m p l i c i t y  ancl f l e : . : i b i l i t y .  I t has advant?,qcs of 

imposing low borrower- t ransac t ions  casts  on community member-s 

ancl i ncorpora t ing  fea tu res  t h a t  a re  ccjmmun t o  peasaht customs. 

Y e t ,  because 0.f i t s  s i m p l i c i t y ,  these appear t o  c rea te  some 

problems. The r a p i d  establishment o f  t h e  FRC dues l i t t l e  t o  

educate t h e  cbmmuni t y  members nor t h e  communi t y  commi. ttee 

- 
about t he  t r u e  i nken t  o f  t h e  program, e.g., t o  e s t a b l i s h  a 

v i a b l e  FRC. I n  i t s  aresent farm, t h e  program has t h e  appear- 

ance o f  a quick and easy source of  c r e d i t .  Greater a t t e n t i o n  

needs t o  be g iven t o  educating both  t h e  community and i t s  

leaders about t he  FRC, the  manayement etc.  Th is  w i l l  r e q u i r e  

greater  cos ts  f o r  FINCA, bu t  i t  i s  necessary f o r  t h e  success 

of  t h e  program. 

I n  t he  haste t o  es tab l i sh  FRCs and d isburse c r e d i t  i n  

t h e  f i r s t  year many cammunities were incorporated in t he  pro- 

grams t h a t  d i d  no t  need the  FINCA program. It was c l ea r  from 

the  survey. t h a t  khere , i s  q u i t e  a wide d i v e r s i t y  among p a r t i c i -  

pa t i ng  communities. .The communities t h a t  a re  most d i s a t i s f  i e d  
. . 

w i t h  t h e  program a re  those located i n  mare progress ive and 

weal th ier  r u r a l  areas. I n  these cases, t he  communities o f t e n  

have access t o  c r e d i t  form the  B o l i v i a n  A g r i c u l t u r a l  Bank and 

other formal market sources. I n  con t ras t ,  t h e  communities 

best  served by t he  FINCA pragracn are  those i n  o ther  lessdevel-  

.oped less-commerci a1 regions. I t  i s recommended t h a t  FINCA 

c a r e f u l l y  screen i t s  present set  o f  cacnmuni t i e s ,  disonkinuc? 

operatiurrs w i t h  ttmse thirt: do not  w a r t  or rreed the  FINCA . . 
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programs and concent ra te  an those t h a t  can b e r - ~ e f i t  .Flrr3mrn i l k .  

The same c r i t e r i a  should be appliecj i n  s e l e c t i n g  n e w  cornmu- 

n i  t i e s  f a r  pr-uyr-am expansion. 
8 

The  FINCG cr-edi t progam i s  suppossed t o  be 1 inked t o  t h e  

market ing program. 'The survey, however, showed 1 i % k l  e e v i d e n c ~  

o f  any market ing a c t i v i t y  b y  t h e  communities. Hence, i t  iz ,  

premature t o  eva lua te  t h i s  phase o f  t h e  c r e d i t  d e l i v e r y  sys- 

- tem. It is our  view, however, t h a t  n e i t h e r  program i s  depend- 

en t  on t h e  a the r  f o r  success and t h a t  they  can be evaluated 

independent ly.  The l i n k a g e  between t h e  two i s  t h a t  a success- 

ful market ing program should f a c i l i t a t e  c a p i t a l i z a t i o n  o f  t h e  

FRCs and amor t i za t i on  o f  t h e  F I N C A  loan because much o f  t h e  

community's produce w i l l  be cbncentrated i n  t h e  hands OS the 

community committee, and, t he re fo re ,  t h e  c a p i t a l i z a t i o n  o f  

t h e  FRC can be made d i r e c t l y ' b y t  t he  committee. 

The program i s  descent ra l  i zed which has t h e  advantage o-f 

a smal l  Cen t ra l  O f f  i c e  t a f f .  Its work f o r c e  is concentrated 

among the s i x  r e g i o n a l  superv i so rs  and fo r ty - two pron~oters.  
. . 

Whereas t h e  descen t ra l i z cd  opera t ion  has c o s t  advantages i t  

a l s o  c rea tes  prublems f o r  control .  and reco rd  keeping. V i r t u -  

a l l y  t h e  wtialr respons ib i  I. i t y  f o r  program irnplementati.on, 

reco rd  keeping, e tc . ,  i s  i r l  t h e  hands o f  t h e  superv isor .  With 

t h e i r  work l oad  t he re  a re  f requent  delayed i n  f i l l i n g  r e p o r t s  

i n  making depos i t s  o f  amor t i za t i on  payments, e t c .  There i s  

'a1 so room f o r  i r r ec j u l a r i  t i e s  in khei r manaqemen I-. a+ .f:i.~nds j.n 





'I' F? r (11 c3 ----.. 

Tttcwe i s  aqr - rcmer~ t .  I l   at t.hs si z e  o f  t l  le I. oar15 m<~.rle unclcr 

t h e  F I N C R  pr-ogr-arn a r e  stnal. I. . I t  kruc.rlcl be i le~s i  r.at.11.~ ti:, incr-ease 

t h e  1 oan sj. z e .  The ma,ttet-, however, i s  n o t  that: si mp.1. €2.  l'hc' 

quest i 01-1 o+ a contmunity u r .  a niember- ' s  cr-edi .i: al:!z;orptii r :  capa-- 

c i t y  n e e d s  t o  be s tud ied .  If: l oans  a r e  increased i r i  size t h e r e  

rrmy tie inore rep~3yrnen.t pr-ob 1. ems. 

A r -e l  a ted  probl. ern j s t he  eqal. atat - i  ari d~?r;j. qrt o f  Ltle p ro-  

qram which d i . s t r i  bu tes  crecl i  t among cotnm~.rni.l:y n~enhers r.r i . thin 

commkr.ti t i  es; , and t o  a 1 arge ex t e n t  across cornm~rni t i  es , on an 

equal b a s i s .  T h i s  d e s i  gri does n o t  -take accaun.t: o.f cli f S a t - e n t  

needs bo th  w i t h i n  and across commuri~ities $o r  di f4r . r -ent credit 

neeas. I t  is; r-rcommended t h a t  t h i s  be change. 

There i s  a l s o  an apparent problem i s  e s t a b l  i d t i  riq repay- 

ment da.kes. A t  present  these dates ar-e f j.:.:etj bcrt i n  t h e  f i n a l  

a n a l y s i s  a r e  con r ide red  " - f l e x i b l e "  by F I N C A  t o  accwmodatc. 

carnrnuni t y  repayment and t h e  s u p w v i  sors wor l:: schedules. I t  

is recwntn~ended t h a t  r e a l  i s k i  c da tes  be e s t a b l  i shed, perhaps 

t o  take accuun t of t i  tnes when n?at-keIz ccmdi ti. uns f o r -  t h e  s a l  e 

o f  t h e  irldexed pt-uduct a r e  t l iqhcr .  



The FIIKR p~-ogr;trn tlas ecdrni ra l i le  qoal. s and er i thcrs i  astj c 

l e a d e r s h i p .  I t s  credit  p r o q r a m  is an i ~ i t e q r a l  p a r t  o f  the 

overall des,j. qn f o r  coiilmcrni t y  d e v e l o p i r i e r ~ t  . Y e t  , t h t ?  c r e c l i  t: 

proqt-atn has some s e r i o u s  clef e c t s  i n  d e s i  q r i  arrcl o p e r a t i  oris 

t h a t  rreed to b e  .ccsr.t-ected i r~ at-.dm- t o  makc it. a v i a b l e  1  ong---. 

r u r l  program t h a t  c a n  c o n t i n u e  .to o p e r a t e  wj. ,tl-loc!k conki nued 

need $or s u b s i d i z a t i o n .  

;t is hoped t h a t  t h i s  e v a l u a t i o n  w i l l  b e  c. tseful  t o  bo.Lti 

F I N C A  and USAIU i n  , t h e i r  d e c i s i a n s  a b o u t  program clevelopmen.lz 

in B c ~ l i v j  a and i n  t h e  o t h e r -  n a t i o n s  where tt'le p r o g t - a m  is es- 

tab1 i shed. 


